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PREFACE TO THE FIFTH EDITION 

Important ehangos in ronditions aff(?(*ting tho lifo insuran(‘o 
business have again made it desirable to revise this book and 
bring it up to date. The opportunity has b(‘(m tak(*n to make a 
thorough revision of the text, resulting in many additions and 
deletions. Some parts have been (*omi)letely rewritt(m, including 
the chapters dealing with types of policaevs and with the annual 
statement. A chapter on Savings Bank Life Insurance has 1mm 
added. 

In connection with tliis revision I wish to acknowledge the 
assistance of various ('xperts in special fields. These include 
Mr. R. V. Carpent(T and Mr. E. O. Dunlap of the Metropolitan 
(and their assistants), Mr. E. C. Gill of the Canada Life, and 
Mr. G. A. Munch and Mr. J. G. Kelly of the Mutual Life. 

Joseph B. Maclean. 

New York, N. Y., 

Mayy 1939 . 
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PREFACE TO THE FIRST EDITION 

This book is an exposition of the principles and practices of 
sound life insurance, sufficiently complete to give a clear concep¬ 
tion of the business as a whole but not so exhaustiv(i as to be of 
use only to the specialist. Its purpose is to present a practical 
and non-technical explanation of this business to meet the require¬ 
ments of college students, of employees in life insurance com¬ 
panies both in the home office and in the field, as well as of other 
students of the subject. Other books in this field are either too 
elementary or too highly technical to meet this need. 

The book is based in large part on a course of lectures on life 
insurances given by the author at Columbia University during the 
past three years. 

The author is indebted to many friends for valuable suggestions 
and criticism. In particular, thanks are due Mr. Joseph H. 
Woodward who read the entire manuscript, and whose many 
valuable criticisms resulted in conspicuous improvements in the 
original text. 

Joseph B. Maclean. 

New York, N. Y. 

February 1924 . 


vii 




CONTENTS 


Preface to the Fifth Edition 


Page 

V 


I’keface to the First Kdition. 

(’haptek 

|T. Elementary Principles. 

Cooporatioii—The Insurance Principle—Value of Insurance 
Protection—Identity of the Risk—Yc»a,rly Renewabhi Term 
Insurances—Assessment Insurance^—The J^evel Premium 
Plan. 


vii 

1 


111 . Organization of Life Insurance Companies.IS 

V 

Stock, Mutual, Mixed Companies—Stipulated Premium 
Companies—Organization of Companies—Stock versus 
Mutual—O rgan izat ion—Cont rol—Cost—Mutualization of 
Stock Companies. 

\ll. Types of Life iNsiruANCE and Annuity Contracts. ... 37 

Standard Forms of Life Insurance Contracts—Whole Life— 
ICndowmeiit—Term—Standard Forms of Annuity Contracts 
—Immediate Annuities—Deferred Annuities—Participating 
Annuities—Annuities as Investment—Spiicial and Combina¬ 
tion Contracts—Policies Providing Income Settlement— 
Combination of Insurance and Annuities—Increasing Pre¬ 
mium Contracts—Miscellaneous Contracts—Rusin(\ss Uses. 


IV. The Mortality Table.80 

Construction—American Experience Table—Expectation of 0 

Life—Population Tables—Select Tables—Ultimate Tables— 
Trend of Mortality—Common Fallacies. 

V. Premium Rates .101 


N(d Single IVeniium—Net Annual Premium—The Loading 
—Non-participating Policies—Accuracy of Premiums— 

^ Premiums Other Than Annual—A Common Fallacy. 

VI. Tub Reserve .120 

Method of Calculation—Terminal, Initial and Mean 
Reserves—Solvency—‘‘Cost of Insurance”—Effect of 
Changing Interest Rate—Effect of Changing Mortality Rate 
—Use of Modern Table—Surrender Values—Reserves on 
Individual Policies—Comparisons Based on the Reserve. 


IX 










CONTENTS 


X 

('UAPTKIt Pa«E 

Vn. Pkei>i.minaiiy Tehm and Modified Puei.iminaky Teum 

Reserve Systems .141 

Pr;i(!ti(\Tl Conditions as to Expenses—Full Preliminary Term 
System—Modified Preliminary Term Systems—Illinois 
Standard—Ohio Standard—Other Modifications—Stdect and 
Ultimate Plan—Application to Established Companies. 


VIII. Dividends .164 

Profits in Life Insurance—Surplus—Distribution of Surplus 
—The Contribution Plan—Three-factor System— Two-fac¬ 
tor System—Ne^ativo I'^actors—Percentage' Reductions— 
First Llividend- Dividend Options—Paid-up and Endow¬ 
ment Options —-Dcih'rri'd Dividends - Extra Dividends— 
Special Settlement Dividends— Participating Annuities. 

IX. The Terms of the Policy .192 


Historical Dovelopnient— Governmental Regulation—Days 
of Grace—Non-forfeituni—Cash Surrender Values—Re- 
' duced Paid-up Insurance—Extendiul Term Insurance— 
Automatic^ Premium Loan—Reinstatement—The Incontest¬ 
able Clause—Optional Modes of Settleim'nt—Administration 
of Proceeds by Trust Companies-- The Contract—^Loans— 
Dividends—Assignment—Powers of Agents—Standard Pro¬ 
visions—Rules for Filing—Canada. 

' ^X. Selection of Risks. 227 


The Application—Occupation— Aviation—Residence—In¬ 
surance Record—Statements to the Medical Examin(*r- 
Medical Examination—Medical Starulards—I nspec tion— 
Finances—Moral Hazard and Environment—Insurance at 
Extremes of Age—Insurance of Women—^Limit of Risk— 
Reinsurance—Non-medical Insurance. 


XL Insurance op Substandard Risks. 255 


Insurability of Substandard RiskvS—Incidence of Extra Risk 
—Practical Treatment—Increase in Age—Extra Premiums 
—Extra Percentage Tables—oldens—Other Methods— 
Removal of Extra Premiums—Numerical Rating—Value of 
Substandard Insurance. 


XII. The Assets .273 

General Principles of Investment—Suitability of Various 
Types of Investments—Real Estate—Mortgage Loans— 
Stocks—Bonds—Collateral Loans—^Legal Restrictions— 
Distribution of Assets—Valuation of Assets—Amortization 
of Bonds—Canada. 









CONTENTS 


XI 


Chapter Page 

XIII. The Annual Statement. 304 


Financial Statement—Income—Disbursements—Assets— 
Liabilities—Policy Exhibit—Schedules—^.Limitation of Ex¬ 
penses—The Gain and Loss Exhibit—Exhibit of Changes in 
Surplus by Classes of Business—Canada. 

XIV. Disability Benefits and Double Indemnity. 342 

Disability Benefits—Dev(jlopment in the TTniled States— 
Ninety-day Clause—^Joint Investigation- Standard Pro¬ 
visions—Specified Disabilities—Limiting Age—Notice and 
Proof of Continuance—^Amount of Benefits—- Ihuiefits as 
Indemnity—Pro-rate Clauses—Itatii Changes—Won i eii— 
Losses—Contract Clianges of 1932 —Causes of Disability- 
Administration—Double Indemnity—Travel Clause—Gen¬ 
eral Clause—Premiums and Reserv^es. 

\ fXV . Group Insur.\N('e.382 

Legal Diifinition—Numlx^rs Insured—AVholesale’^ Insur¬ 
ance — Employees — Medical Examination — Contracting 
Parties—Payment of Premiums—Classes of Persons Insured 
— Amount of Insurance—Beneficiary—Plan of Insurance— 

Cost—Adjustment of Rates—Substandard Groups—Terms 
of the Policy and Certificate—Economic Aspects—Extent 
and Progress—The Group Association—Group Annuities. 

XVI. Industrial Insurance. 410 

Description— Cost of Industrial Insurance—Expense—Rate 
of Mortality—Lapse—Terms of the Policy—Participation— 
Non-forfeitur(i—Infantile Policies—I )isability Benefits— 
Accidental Death Benefits—Combined Life, Health and 
Accident Policies—^‘Intermediate ” Policies—Administra¬ 
tion—Economic Importance and Growth—Fraternal 
Associations—Assessment Associations—Fraternal and 
Assessment Insurance in Canada. 

XVII. Savings Bank Life Insurance. 432 

Origin and Purpose—Massachusetts System—State Admin¬ 
istration—Organization of Insurance Departments—Policy 
Contracts—^Limit of Insurance—Surplus and Dividends— 
Regulation and Taxation—Expenses—New York System— 
Comparative Cost— Mortal! ty—Interest—Expense—Criti¬ 
cisms—Competition—Security. 

XVIII. Internal Organization.448 

Home Office—Duties of Directors—Duties of Officers— 
Agency Department—Selection of Risks—Actuarial Depart- 









Xll 

Chapter 


CONTENTS 


Page 


ment—^Law Dopartnionl—Department of Issue—Comp¬ 
troller—Treasurer—Secrt;tary—The Field—N ecessity for 
Agents—Part-time Agents—Brokers—Training of Agents— 
Licensing of Agents—Agents’ Contracts—Organization of 
the Field—Gcmcral Agency System—Branch Ollice System- 
Organization of Branch Offices. 

XIX. Regulation and Taxation. 407 

Reasons for Regulation—Federal vh . Static Control--Dc^vel- 
opimmt of Government Sup(^r\dsion—National Association of 
Insurance Commissioners—Functions of Insurance Commis¬ 
sioner— Regulation in Caiiada^—Taxation—State and Local 
Tax(^s—Pnnnium Ta.xes—Propeu't}^ Taxes—State Unemploy¬ 
ment Com])ensatjon Contributions—^laeense Fe(\s—Miscel¬ 
laneous Taxes—State Income Taxes—Bemedies—Federal 
Ta-xatioii—I*Vd(Ta.l Income Tax -Taxation of l^olicy Pro- 
(ioeds—Income Tax—Estat(‘ Tax—Gift Tax. 

XX. Legal Aspects of Life Insurance. 490 

Application of General Rules of tin* Law of Contract—Com¬ 
petence—Aliens—Infants—Insurable Interest—Ecjuality of 
Knowledge—Con cealmen t—W arnin ties fin d Repros(?n ta- 
tions—Applicat ion of Generfil Rules of th(5 Law of Ag(Ticy— 
Presumption of Agency—I*owers of Agents—Responsibility 
for Acts of Agents—Rights of the Beneficiary—Assignments 
—Delivery of the Policy—Litigation. 

XXI. IIisToiiiGAL Development of Life Insurance in the United 

States.517 

Individual Insurers—The Presbyterian Ministers’ Fund— 

The Insurance Company of North America—Stock Com¬ 
panies—Transition from Stock to Mutual Companies— 
Mutual Companies—The Note System—The Civil War— 
Incr(\ase in Commission Rates—Period of Expansion: 1865 
to 1870—P(Tiod of Depression; 1870 to 1880—Assessment 
InsuraiK^e— Diivelopments to 1905—The Armstrong Investi¬ 
gation— Effects of the World War—United States Govern¬ 
ment Life Insurance—^The Influenza Epidemic of 1918— 
Post-war Period, 1919-1929—^The Depression—Moratorium 
on Cash Values—Mortgage Moritoria—Inflation—Social 
Security Act—Recent Developments. 

Appendices.555 


Index 


657 








LIFE INSURANCE 

CHAPTER I 

ELEMENTARY PRINCIPLES 

Every plan of insurance is, in its simplest terms, merely a 
method of spreading over a large niimlx^r of persons a possible 
financial loss too serious to be conveniently borne by an indi- 
'*'vidual. Such a ^Moss’^ may be caused, for example, by tlu^ 
destruction of property, as in fire insurance; or by temporary 
loss of earnings, as in health insurance; or by the permanent 
cessation of earning pow('r through death, as in life insurance. 
These are simple illustraiions. In j)ra(!tice there are many 
extensions and elaborations of the insuraiKa', id(ia, particularly 
in the field of lif(^ insuraiicci, most of which will be described 
later on in this book. 

Cooperation,— The first and most (iss('ntial feature of every 
insurance plan, of whatever kind, is the cooperation of large 
numbers of persons who, in effect, agn^e to share the particular 
risk against which insurance is desired. Such a group of persons 
may be brought togetlier voluntarily or through advertising 
(by the organizer of the i)lan) or, as in the great majority of 
(!as(\s, by the personal solicitation of the agents of insurance 
companies. 

At one time insurance could be obtained only by applying to 
individual underwriters. These underwriters^ guaranteed to 
mak(i good out of their own capital any loss which was incurred, 
subject to whatever limitations of amount or time were agreed 
upon. Usually a number of underwriters shared the risk when 

^ The name arose from the fact that each individual who took any part 
of the risk wrote his name “under the contractand was said to have 
“underwritten^^ or guaranteed the insurance. 
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the amount involved was considerable. It is clear that under 
this plan some danger exists that the underwriters might be 
unable to make good in event of loss, even where a group of 
several had shared the risk. Sometimes that has proved to be 
the case, but under favorable conditions such a plan of insurance 
is quite feasible when applied for limited periods to risks of a 
temporary character such as are found in fire or marine insurance 
or to many of the other miscellaneous kinds of hazards which 
are generally called “casualty'^ risks. It is, in fact, the plan of 
operation of ^'London Lloyd’s,^’ the members of which are the 
underwriters who undertake, singly or in combination, to grant 
insurance against such temporary risks. By insuring or under¬ 
writing a large number of different risks an average experic^nce is 
secured, and the necessary ^^cooperation of large numbersis 
obtained. 

Such a method is not suitable, however, to any form of risk 
which is to be covered over a long period of years and which 
involves the payment by the persons insured of considerable sums 
over a long time and the accumulation of substantial reserves” 
jn the hands of the insurer. Such forms of insurance include 
fehiefly life insurance and health insurance which require some 
more permanent form of organization and a much greater degree 
of supervision and control by those insured over the funds on 
hand. In other words, there must be some kind of association 
of policyholders which usually takes the form of an insurance 
company, either mutual or stock. 

The Instirance Principle. —The basic principles involved in a 
cooperative insurance scheme can be seen very clearly by con¬ 
sidering first a simple form of insurance such as fire insurance. 
The application of these principles can then readily be applied 
to the more complicated problems of life insurance. 

Let us suppose that in a certain community there are 1,000 
houses each of which is worth $5,000. If one of these houses 
is destroyed by fire the owner, if not insured, suffers a loss of 
$5,000. The probability, in any particular case, that a fire will 
occur during, say, a year is exceedingly small. On the basis of 
experience it is likely that not more than one or perhaps two 
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fires will take place in the whole community in that time. In 
other words, there is a very small chance, so far as each home 
owner is concerned, of a serious loss, but so far as the community 
is concerned it is exceedingly likely that such a loss will be suffered 
by some one, or perhaps more than one, but no one can say in 
advance who the unlucky ones will be. 

In these circumstances it is evidently to the advantage of 
all the 1,000 home owners to agree that if a fire occurs the loss 
will be equally divided among all instead of being borne (entirely 
by the one whose house happened to burn down. If, then, a 
fire occurs, everyone will be called upon to pay $5 or, if two fires 
occur, $10, and so on. The result is that each person has 
substituted the certainty of a small loss for the 'possibility of a 
large one. He is relatively ^^sure^' of what he has to pay and is, 
in fact, insured. 

An arrangement such as just described would constitute a 
mutual fire insurance association of a very simple character. 
Fire insurance companies, instead of making assessments each 
time a fire occurs, usually fix a premium in advance which is 
determined on the basis of previous experience. Each person 
insured pays this fixed premium. If the premium proves to be 
more than sufficient the excess represents profit to the stO(;k- 
holders of the company, if it is a stock company, or is returned 
to the policyholders as a divide'nd if the company was organized 
on the mutual plan, i,e., without stockholders. Similarly, if 
the premium were less than sufficient the stockholders or policy¬ 
holders, as the case may be, would stand the loss. 

Before passing to life insurance there are one or two points 
which should be noted in connection with the foregoing illustra¬ 
tion of the operation of the insurance principle. 

Value of Insurance Protection, —It will be seen that while 
all pay premiums (or, in the case of a mutual association, assess¬ 
ments), very few, relatively, collect claims or, in other words, 
have losses. At the end of the year, assuming that to have been 
the period of coverage, it would be foolish for one of the policy¬ 
holders (or members) to claim that he had had no benefit since 
his house did not burn down and that he should therefore get 
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his premium back. If the premiums of those whose houses 
were not burned down were to be refunded the company or 
association would be unable to pay for the losses which had 
occurred. Perhaps this may seem too obvious even to require 
mention, but, as a matter of fact, in life insurance it is a very 
common thing for a policyholder to claim that he has had no 
benefit from his insuraiu^e because, as he says, “I did not die, 
and my policy has therefore cost the company nothing.’^ The 
fact is, of course, that under any such insurance scheme as has 
been discussed every policyholder or member n^ceives something 
of definite money value which has cost the company something. 
This is the 'protection or insurance which he has had and which 
he would not have had if he had not undertaken to pay his 
premium or assessment. It will be seen later that the cost of 
this insurance protection for those who do not die is a most 
important element in the financial operation of a life insurance 
company or, in fact, of any kind of insurance company. The 
whole basis of insurance is that all who are insured must share 
the losses which are incurred. 

Identity of the Risk.—Another point to be noted is that where 
all those insured pay the same premium or assessment the 
assumption is necessarily involved that the risk is identical in 
every case. If this were not so, some adjustment of cost as 
between different policyholders or members would be necessary. 
For example, in the fire insurance illustration outlined above it 
is assumed that every house is equally likely to burn down. 
If some of the houses were built of stone or brick and others 
were of frame construction this would not be true, and therefore 
separate classifications would have to be formed taking into 
account the different kinds of risks. It will be seen that the 
same thing is true in life insurance because of the different ages 
of the persons insured, their occupations, their health or physique, 
and many other factors which affect the probability of death. 

Application to Life Insurance.—The principle of loss sharing 
by the cooperation of large numbers can be applied to insurance 
against the risk of death in the same way as illustrated above for 
insurance of houses against fire. 
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The simplest case would be where insurance was desired for 
one year and where all those to be insured were of the same age, 
health, and otherwise had the same prospects of longevity so that 
each person should pay the same share of the cost. In such a 
group it would be possible to agree that a specified amount of 
insurance would be paid by making an assessment on each 
member whenever a death occurred. This would be what is 
known as assessment insurance,'^ a plan the practical applica¬ 
tion of which is exceedingly limited for reasons which will be 
apparent later. If the insurance in question were furnished by a 
life insurance company, as would almost invariably be the 
case, the company would charge each person to be insured a 
“premium^’ payable in advance and which was based on the 
approximate probabki cost of the insurance as indicated by past 
experience. If the premium proved to be more than sufficient 
the excess would be profit for the company’s stockholders or, in 
a mutual company, would be refunded to those who were insured. 
If it wore less than sufficient the company would have to stand 
the loss. Usually premium rates are made sufficiently high so 
as virtually to eliminate the latter possibility. 

As just stated, the basis upon which the company fixes the 
amount of the premium is past experience, which is tabulated in 
convenient form in a mortality table. The mortality table shows 
the average number of persons at each age who die within a year 
out of each thousand (or other number) insured.^ One of the 
most important standard mortality tables (the ^‘American Men” 
Table)2 shows the figures tabulated on p. 6. 

An examination of this table will show that the cost of one 
year’s insurance at, say, age thirty will be about $4 for each 
$1,000. Of course, in practice it would be necessary to add 
something for the expenses of operating the business. On 

^ Chapter IV is devoted to a full explanation of the construction and use of 
mortality tables. 

2 The American Men Mortality Table represents the combined experience 
of the principal life insurance companies in the United States during the 
years 1900 to 1915 inclusive. It was published in 1918. It is more fully 
described in Chap. IV. 
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the other hand, since the premiums are always paid in advance 
while death claims are spread over the year some allowance can 
be made for interest earned. At present we need not concern 
ourselves with these practical details but may consider only the 
amounts payable as “death claims.^’ If, then, past exptjrience 
happened to be exactly repeated there would be four deaths in a 
year out of 1,000 persons insured at age thirty, and the four death 
claims, totaling $4,000, would be exactly paid for by the 1,000 
premiums of $4 each. 


Age 

Number dying in a year 
out of 1,000 lives 

Age 

Number dying in a year 
out of 1,000 lives 

20 

4 

60 

27 

30 

4 

70 

61 

40 

6 

80 

136 

50 

12 

90 

280 


Note. —Numbers dying are, for simplicity, taken here to nearest whole 
number. The mortality table shows whole numbt>rs and fractions, since the 
^numbers, or death rates, represent averages. 

Yearly Renewable Term Insurance. —If, now, the survivors 
of those who applied for insurance for one year at age thirty 
desire to continue the arrangement for another year, it is neces¬ 
sary only for each to pay another premium based on the death 
rate at age thirty-one instead of age thirty. The premium for 
the second yearns insurance will be slightly more than for the 
first year since the death rate (i.e., the number dying in a year 
out of each thousand insured) increases as the age increases, as 
can be seen from the extract from the mortality table given above. 

A considerable amount of life insurance is transacted on this 
plan, particularly reinsurance, i.e., the insurance of excess 
amounts by one insurance company in another. The plan is 
suitable for reinsurance but, as will be seen, has important prac¬ 
tical limitations when used in the ordinary way by individuals. 
The contract or “ policy issued by the company to the per¬ 
son insured provides for insurance for a specified number of 
years and contains a schedule of the successive premiums to 
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be paid. These increase each year in accordance with the dt^th 
rate shown in the mortality table. This plan is called yearly 
renewable term insurance and is the simplest form of life insurance. 
We shall return to a further consideration of this method of 
insurance, but before doing so it is desirable briefly to consider 
assessment insurance. 

Assessment Insurance.— Many attempts have been made to 
provide insurance on the basis of collecting an assessment from 
each person insured whenever a death occurred. The yearly 
renewable term plan is very similar in its nature to such an 
assessment plan. On the yearly renewables term plan, an annual 
premium based on past experience at the respective attained ages 
is collected from each member in advance instead of assessments 
based on actual current experience and payable throughout the 
year. If the assessments payable by the respective persons 
insured under an assessment plan were determined in proportion 
to the actual death rates at the several attained ages of the 
members during each year the resulting costs would be about 
the same under both plans, and there would be no fundamental 
difference between them. 

The fact is, howev(ir, that in most asse^ssment plans the assess¬ 
ments have not been made in proportion to the death rate. 
Sometimes death claims have simply been divided equally among 
all members without any reference to age. In other cases, where 
it was realized that a member^s assessment ought to bear some 
relation to his age, various incorrect rules have been adopted, 
such, for example, as making the assessments in proportion to 
the death rate at the member's age at the time of his entry into 
the plan and without any subsequent adjustment for increase 
in age. 

The general idea behind the plan of equal assessments for all 
members, irrespective of age (where any realization existed 
of the importance of taking age into account), was that by secur¬ 
ing a steady supply of new members at low ages the increasing 
ages of the older members would be neutralized and the average 
age kept about the same. It was assumed that, if this were done, 
the total death rate would not increase and that therefore the 
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annual assessments would remain at about the same figure eaeh 
year, i.e., assuming that the total membership was maintained. 

Unfortunately this is a fallacy. It is not true that if the 
average age of all the members does not increase the number of 
deaths or, rather, the total death rate will not increase. This can 
easily be seen from the following simple illustration, using, again, 
the American Men Mortality Table as an indication of probable 
deaths: 


Age 

Number of 
members 

Death rate 
per 1,000 

Probable number 
of deaths 

40 

1,000 

5.84 

6 

20 

1,000 

3.92 

4 

60 

1,000 

26.68 

27 


It will be seen from the foregoing table that in a group of 
2,000 persons of whom 1,000 are age twenty and 1,000 age sixty 
i^nd in which the average age is, therefore, forty, there will be 
about 31 deaths in a year or 15.5 per thousand, as compared with 
6 per thousand in a group all aged forty. 

Since most of these associations commence operations with a 
great preponderance of young members the average age is 
practically certain to increase. Even if for a time it does not— 
because of a very large influx of new members—the total death 
rate will certainly increase when members begin to reach the 
higher ages. Assessments will then have to be increased. 
Experience shows that whenever that happens some of the 
younger members will drop out while fewer new members will 
be obtained. This will cause a further and more rapid increase 
in the death rate and therefore in the assessments, and sooner or 
later it will be impossible to continue. 

The assessment plan of insurance as applied with various forms 
of incorrect charges does not merit more extended consideration. 
At one time it was widely believed in, and many fraternal 
societies and other similar organizations attempted to provide 
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insurance in that way. Such plans have collapsed, or a complete 
reorganization on a sound basis has been effected, usually involv¬ 
ing real hardship to older members. It is pretty generally 
understood now that no plan of life insurance which does not 
recognize that the actual cost to each member must be deter¬ 
mined on the basis of his attained age can continue to operate 
except for a limited period.^ 

If assessments were i)roperly graded by attained age such a 
plan might, in theory, be operated indefinitely. It would then 
be equivalent to a yearly renewable term plan. 

Limitations of the Yearly Renewable Term Plan. —If the table 
of approximate death rates on page 6 is r(^ferred to it will be seen 
that, omitting any provision for (^xpensc^s, the cost of insuran(;e 
on the yearly renewable term plan will (on the basis of the table 
of mortality referred to) be about $4 per $1,000 at age twenty, 
about- $6 at age forty, and about $27 at age sixty. The cost 
in (creases every year as the age increases. The increase as 
between oru' age and the next is at first very small but accelerates 
with advancing age. The increase in cost per $1,000 as between 
ages thirty and thirty-one is, in fact, only 2 cents; between sixty 
and sixty-one it is $2.35; betwecui seventy and seventy-one it is 
$5.23. The (*ost if continued to old age would be about $41 
at age sixty-five; $92 at age seventy-five, and $197 at age eighty- 
five for each $1,000 of insurance. The amount paid in any year 
is simply the proper share of the death claims in that year 
according to each personas age. Everything that has been paid 
in previous years has been used to pay the claims for those who 
died, and every year the insurance is, in effect, a new transaction. 

Under this plan, if it were continued without limitation, many, 
and eventually all, of the older policyholders would drop out 
because they would be unwilling or unable to pay the rapidly 
increasing premiums. There would also be a tendency for any 
who were in bad health to continue their insurance as long as 
possible in spite of the high cost, while those in good health 
would be more likely to give it up. This situation would further 

^ In certain states the organization of new assessment life insurance associ¬ 
ations is not permitted. 
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accelerate the increase in cost and, since the rates of premium 
must be determined in advance, might result in serious loss to the 
company. Thus from the point of view both of the company 
and of the policyholders, the yearly renewable term plan, while 
perfectly feasible for insurance covering a limited period, is not 
practicable for insurance at the older ages or for permanent, 
whole-of-life, insurance although theoretically there is no reason 
why it cannot be carried out to the limit of life. Consequently 
those companies which offer insurance on this plan invariably 
place a limit on the period during which the insurance may be 
renewed. Usually, yearly renewable term insurance is not con¬ 
tinued beyond age sixty or, at most, age sixty-five. Exceptions 
are reinsurance and group insurance.^ In these cases, because^ 
of the fact that the practical difficulties referred to are virtually 
eliminated, it is feasible to continue insurance on the one-year 
renewable term plan without limit. 

The majority of people who insure their lives desire insurance 
which, if necessary, may be continued until death no matter at 
what age that may occur. A plan of insurance which involves 
jm, larger premium outlay every year has, as has just been seen, 
practical disadvantages even in those years when the annual 
increase is small. Insurance for the whole of life paid for by 
premiums which do not increase is accomplished by the level 
'premium plan. This is the plan used by all the regular life 
insurance companies for most of the insurance issued, and it is, 
in fact, the only practicable plan for whole-of-life insurance. 
The level premium plan is a combination of investment and 
insurance, not, like the yearly renewable term plan, pure insur¬ 
ance. It is most important that this be realized at the outset. 

The Level Premium Plan. —It has been exi)lained that, because 
the chance of death within a year increases with age, the actual 
or true premiums required for life insurance likewise increase 
each year and that eventually they increase to such an extent 
that no one would pay them. Other arrangements of premium 
payments are, however, possible. 

If a mortality table upon which to base our calculations as to 
the probable death rate is selected, and if an interest rate at 

^ Group insurance is explained in Chap. XV. 
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which the excess payments (over and above the actual cost of 
insurance) will be accumulated is assumed, one can, by a purely 
arithmetical process, find what uniform or level annual premium 
payable by each of the persons insured will be sufficient to meet 
all death claims as they occur. ^ A level premium, the same every 
year, is, of course, not essential, but it is the normal and usually 
the most suitable arrangement. Other arrangements, such its a 
level premium of a specified amount for a limited period followed 
by a higher level premium for the remainder of life, are sometimes 
adopted as in the so-called ^‘modified life’^ policies issued by some 
companies. Under any such ^^evelling^^ arrangement, the 
premiums in the earlier years will be greater than the cost 
on the yearly renewable term plan, and in the later years they 
will be less. 

The level premium plan, in fact, introduces an entirely new 
element into the scheme of operation: the invested fund formed 
by the excess payments. This fund is called the reserve, which 
is rather an unfortunate term since it is really not a reserve in the 
ordinary commercial sense implying surplus but is a fund which 
the company must maintain if it is to be able to pay all d(^ath 
(daims and without which it would (having issued contracts at the 
level premium rate) be insolvent. Moreover, the existence of this 
reserve causes a radical change in the true amount and cost of 
insurance. Under the terms of the insurance contract the 
amount payable at deatVi is the same as under the yearly renew¬ 
able term plan (the face amount of the policy), but when a policy¬ 
holder dies the accumulated reserve on his policy will, of course, 
be released, and it can therefore be used as part of the amount of 
insurance payable. Consequently, as the reserve increases, the 
insurance, or “risk” decreases. This actual net insurance (the 
face amount less the reserve) or the net amount at risk, as it is 
called, decreases from year to year. Thus the increasing death 
rate is offset by a decreasing effective amount of insurance, and 
the actual cost is kept down to a practicable figure. 

The general basis and working of the level premium plan will 
be better understood by considering a numerical example. 

^ The process of calculating level premiums is explained in Chap. V. 
For the present, it may be taken for granted. 
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At age thirty-five the level premium, payable every year until 
death, for insurance of $1,000 on the basis of the American 
Experience Table^ and assuming that the (excess payments or 
reserve will be invested at 3 per cent, is $21.08. The actual 
death rate at age thirty-five, by that table, is only 8.95 per 
thousand so that the ^^exc-ass payment'^ in the first year is about 
$12. However, by age fifty-seven the death rate has reac^hed 
21.34 per thousand so that the annual cost (on the yearly renew¬ 
able term basis) is then approximately equal to the level i)remium 
and thereafter exceeds it. 

The following table shows the accumulated reserve and other 
figures illustrating the operation of the level premium plan: 


Ordin4lUY Life Policy ($1,000), Ace Thirty-five 
American Experience Table 3 per cent 


Year 

Attained 
age, j 

beginning 
of year 

Reserve, 
(even 
dollars) j 

Net 

amount at 
risk 

Death rate 
per 1,000 

Actual Cost 
of 

insurance* 

► 1 

35 

$ 13 

$987 

8.95 

$ 8.83 

6 

39 

68 

932 

9.59 

8.94 

10 

44 

146 

854 

10.83 

9.25 

20 

54 

328 

672 

17.40 

11.69 

30 

64 

523 

477 

36.87 

17.59 

50 

84 

844 

* 156 

211.36 

32.97 


* In the “actual cost of insuranceno allowance has Ix^en made for 


interest during the year. 


Looking first at year 1, we see that the accumulated excess 
payment or reserve at the end of the year is $13. Consequently 
if death occurs in that year the amount to be found from the 
current yearns premium payments (of all the policyholders) is 
only $987 instead of $1,000, and the effective ^‘insuranceis 
therefore not $1,000 but $987. This, of course, is because the 

^ The American Experience Table, although much older than the American 
Men Table, is the one used by the majority of life insurance companies for 
premium calculations. (See Chap. IV for further particulars.) 
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policyholder has, himself, made an excess payment’^ of tlu^ 
difference. Thus the cost of insuran(*,e for each member, instead 
of $8.95 (the yearly renewable term rate at age thirty-five for 
insurance of $1,000, omitting allowance for interest), will be 
$8.83 ($8.95 X 0.987). 

In the same way, in the tenth year the reserve on each policy 
has increased to $146, and the net amount at risk has therefore 
fallen to $854 ($1,000 less $146) so that the actual cost of that 
year\s insurance is $9.25 ($10.83 X 0.854) as compared with 
$10.83, the cost of insurance of $1,000 on the yearly renewable 
term plan. 

The effective operation of the plan becomes more striking at 
higher ages. By tlie end of thirty years the reserve has become 
$523; the amount at risk (true insurance) is only $477, and the 
cost of insuraiK^e is $17.59 instead of $36.87, as it would have 
been if there had been no reserve, i.e., on the yearly renewable 
term plan. 

Self-insurance in the Level Premium Plan. —It is very impor¬ 
tant to note that under the level premium plan a policy of $1,000 
does not give actual insarancx of $1,000 (?‘.c., the company is 
never “on the risk^’ for that amount) but only of $1,000 less 
the policyholder\s own accumulated ex(‘ess payments. It is thus 
evident, as already pointc^d out, that the plan is really not pure 
insurance but rather a combination of a decreasing insurance with 
an increasing investment, the two amounts being computed 
mathematically in sucdi a w^ay that in any year their sum is equal 
to the “face amount'^ payable under the policy. Failure to 
grasp this simple fact has led to a great deal of misunderstanding 
of the level premium plan. For example it is often asserted by 
persons who do not understand the operation of the level premium 
plan that, when death occurs, the company should pay the reserve 
in addition to the face amount of the policy. This would involve 
actual insurance of the full face amount throughout, as in th(i 
yearly renew^able term plan, with consequent increasing cost. 
The essence of the level premium plan is the continual reduction 
in the net amount at risk, this reduction being exactly offset by 
the increasing investment (reserve). 
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The financial operation of the level premium plan is quite 
complicated. It is not nearly so simple to operate or to under¬ 
stand as the yearly renewable term plan, but it is the only plan 
under which it is possible to secure a certain sum at death no 
matter when that may occur without the possibility of annual costs 
reaching a prohibitive figure. 

Further Comparison with the Yearly Renewable Term Plan.— 

The difference in nature and operation of these two plans may 
be shown in another way. 

The diagram on p. 15 shows graphically the increasing cost of 
insurance of $1,000 on the renewable term plan and also the cost 
on the level premium plan. In this illustration figures are based 
on the rate of mortality by the American Men Table and on the 
assumption that reserves (on the level premium plan) are invested 
at 3 per cent. A study of this diagram will make clear most of 
the fundamental considerations involved in a comparison between 
the two plans and will also make apparent the limitations of the 
former and the advantages of the latter. 

The curved line from A to F shows the increasing payments 
► necessary at successive ages to provide insurance of $1,000 in 
each year from age twenty until extreme old age. Thus at age 
twenty the payment required is $3.81; at age forty it is $5.67; at 
age sixty, $25.90; at age eighty, $131.79. The characteristic 
features of the curve are, first, a very low initial cost and a very 
slow and gradual increase until about age fifty; second, a high 
and rapidly ac(;elerating cost from that point onward; and, third, 
a prohibitive cost in the last 15 or 20 years of life. The straight 
line BCH represents the annual level premium which is equivalent 
to the series of increasing payments, viz., the premium for an 

ordinary life” policy under which $1,000 is payable in event of 
death at any time. The amount of this level premium, on the 
same basis as to assumed death rate and interest, is $11.75.^ 

^ A considerable difference will be noted between the premiums by the 
American Men Table and by the American Experience Table for insurance 
at the lower ages. In practice actual costs are adjusted by dividends where 
the basis used overstates the amount of premium necessary. This is fully 
explained in later chapters. 
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From age twenty to age fifty the level annual premium is 
higher, the difference in cost in any year being measured on the 
diagram by the distance between the curved line and the hori¬ 
zontal line. After age fifty, however, the level annual premium 
is less than the current cost of insurance of the full face amount 

Comparative Cost of Insurance on Level Premium and Renewable 

Term Plans 



Age Attoined 


at the attained age. The total excess cost on the level premium 
plan in the early years where this plan calls for a greater payment 
than on the increasing premium plan is represented in the diagram 
by the area bounded by ABC, The total excess cost on the 
increasing premium plan in the later years, when that plan is the 
more expensive, is represented by the area FCH, It is evident 
at a glance that there is an immense disparity between the 
respective areas and that the first is a mere fraction of the 
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second. In oth(n* words, tin' small additional sums paid in 
the early years are offset many times by the lower payments 
thereafter. The two arrangements (providing the same' benefit, 
viz., $1,000 at death) are nevertheless exactly equivalent, the 
two sets of premium payments having, at the outset, exactly the 
same present worth. 

On examination of the diagram, it will be seen that, in the case 
of all those who die before about age sixty^ (having entered at age 
twenty), the increasing premium plan would be the cheaper. 
The fa(.‘t is that in the first half of the normal range of life, death 
is only a chance and, so far as any given year is concerned, a very 
small one. The odds are greatly against it. But if it does not 
occur in the first half, the probability that death will occur in the 
latter half of life becomes a certainty, and with the pfissage of time 
the odds turn in favor of death even within a year. Thus, com¬ 
paratively speaking, the value of insurance protection is small in 
the first half of life but great in the latter half. 

Again, the chance at age twenty of living to a very high age, 
say over eighty, is comparatively small (the odds are, in fact, 
about four to one against it), so that it may be argued for the 
increasing premium system that, although at these advanced 
ages the cost of insurance is very great, very few will live to pay 
it. Apart from the fact that the few who do so survive are 
financially in an unfortunate position, this argument has little 
force. At age twenty, according to the table we are using, the 
chance of living to sixty-nine is even. Hence, one out of every 
two will live to pay, if he can, costs which are, as shown in the 
diagram, almost five times the level premium rate, with the 
prospect of pa 3 dng still higher rates each year. 

On the level premium plan each member is, in effect, “insuring 
himself’^ for a steadily increasing amount each year or, rather, is 
providing out of his excess payments an increasing proportion 
of the total amount which will be payable at death, and, there¬ 
fore, the rapidly mounting chances of death are continually 
counteracted by the fact that each year a smaller amount is 

^ Not fifty, because the difference saved would earn interest. 
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required from income to make up the difference between the 
fund on hand and the full sum insured. 

The reader is now in a position to realize the nature of the 
outstanding differences between the two plans of insurance which 
have been discussed. The levol-pn^mium plan is not pun* 
insurance. It requires larger payments at the l)eginning than 
are necessary for pure insurance of the nominal face amount and 
involves, therefore, an investment feature rei)resented by the 
reserve. 

The level premium plan of insurance is now well recognized 
both l)y the public and by the state insurance departments as 
the only safe and practicable plan for furnishing permanent or 
long-term protection extending to the higher ages while yearly 
renewable term insurance is suitable only for limited periods and 
at attained ages up to about 65. The level premium plan is 
applicable not only to whole-of-life insurance but also to term 
insurance and other forms which are described hereafter. 
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ORGANIZATION OF LIFE INSURANCE COMPANIES 

There are two kinds of life insurance companies, s/ecA; companies 
and mutual companies. 

Stock Companies. —A stock life insurance company is one 
which is organized by stockholders who subscribe the necessary 
funds to launch the business. It is formed for the purpose of 
earning profits for the stockholders who own and control the 
company. Stock companies usually issue, chiefly, ^'non-par¬ 
ticipating^' policies {i.e.y without "dividends" to policyholders) 
but many also issue participating policies (at higher premium 
rates), the surplus earnings from which, or a large part thereof, 

^ are paid to the policyholders. 

Mutual Companies. —K mutual life insurance company is a 
cooperative association of persons established for the purpose of 
effecting insurance on their own lives. The policyholders are the 
"members"—corresponding to the stockholders in a stock com¬ 
pany. A mutual company is not formed for the purpose of 
making profits and the "company" simply is the aggregation of 
all the individual policyholders or members. 

Mutual companies issue "participating" policies, which 
provide for adjustment of cost from surplus earnings ("divi¬ 
dends"). In the absence of legal restrictions a mutual company 
may also issue non-participating policies but the holders of such 
policies are not members of the company. Any profit or loss 
from such business belongs to or is borne by the holders of par¬ 
ticipating policies. 

“Mixed” Companies. —The expression "mixed company" 
is sometimes used to denote a company issuing both participating 
and non-participating policies. The term has no fixed or authori¬ 
tative meaning and may be applied to either stock or mutual 

18 
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companies. It is not a third classification. There are only two 
kinds of companies, stock and mutual. If the company has 
stockholders it is a stock company. If it has not, it is a mutual 
company irrespective of the kinds of policies it issues. 

There has been some question as to the propriety of a company, 
whether stock or mutual, issuing both participating and non¬ 
participating policies. When the New^ York insurance law was 
amended in 1906 a provision was inserted prohibiting domestic 
(^.c., New York) companies from writing both kinds. Mutual 
companies were not allowed thereafter to issue non-parti(^ipating 
policies while if a stock company issued participating policies 
anywhere^ it could not issue non-participating policies. 

No good reason was advanced for this rule, which, presumably, 
was based on the idea that if a company wrote both kinds of 
policies some inequity might arise in regard to the disposition 
of profits or losses. A stock company might, for example, charge 
losses from non-participating business, in part, against the divi¬ 
dends of the participating policyholders while profits were 
allocated to stockholders. 

About twenty years later (1926) this limitation was extended— 
by ruling of the Superintendent—to non-domestic companies 
which, in the meantinuj had been permitted to WTite both kinds. 
In 1937 another ruling w^as made permitting non-domestic com¬ 
panies which had been doing both kinds of business in New York 
prior to 1907, but not any others, to again write both participat/- 
ing and non-participating policies in New- York. 

There appears to be little, if any, value to these restrictions. 
It seems reasonable that mutual companies, having the neces¬ 
sary organization for conducting an insuran(‘.e business should be 
permitted to establish a fixed cost^^ department for those who 
prefer that plan if the participating policyholders (members) 
consider that the possibility of profit offsets the risks involved. 
Similarly, under adequate regulation, it is difiicult to see any objec¬ 
tion to the operation of a ^^mutuar' department by a stock com¬ 
pany. Both classes of business are essentially the same, i.e., both 
are essentially mutual in character depending on the same 
principle of the co-operation of large numbers. Outside of New 
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York, both in the United States and elsewhere, the practice of 
issuing both kinds of policies is common whether by stock or 
mutual companies. 

In Canada, with only two exceptions, the (companies an^ stock 
and the stock companies carry over 90 per cent of the total 
insurance in force in all Canadian companies. Further, about 
90 per cent of the policies of all stock companies are parti(;ii)ating. 
All the stock companies in Canada issuing participating policies 
have policyholders^ directors as well as shareholders’ directors. 
The comments in this chapter have to do mainly with stock 
companies issuing cither wholly or principally non-participating 
policies. 

“Stipulated Premium” Companies. —Another type of com¬ 
pany is the “Stipulated premium” company. These are a 
form of assessment association. They are describ(Hl as follows 
by one of the most authoritative of the life insurance manuals.^ 
“ . . . hybrid organizations possessing some of the character¬ 
istics of legal reserve companies and some of assessment asso(da- 
tions. . . , Members are not liable for debts beyond what they 
have contributed in the form of capital stock. Furthermore, 
minimum rates . . . are stipulated by state law . . . (Hence 
the name.) . . . 

^^The similarity to assessment associations (and fraternal 
benefit societies) lies in the contract which provides that policy¬ 
holders are liable to additional assessment should rates prove 
insufficient.” 

Organization of Companies. —^The premiums charged by life 
insurance companies, whether stock or mutual, are computed 
by assuming that the experience in the future will correspond 
with that of the past. An average experience can only be 
expected where there is a sufficiently broad basis of operation, 
so that when a company is organized some plan must be adopted 
to insure that sufficient funds will be available from the start 
to take care of adverse fluctuations in the death rate due to 
the small number of lives insured. This may be accomplished 
in two ways. ..Commencement of business may be postponed 

^ Bests* Life Insurance Reports, 1938, pp. xxxiii, xxxiv. 
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until applications for insurance have betm received from a 
sufficiently large Tuimbor of persons to form a group in which 
average results may Ije expected, or at least in which there is 
unlikely to be any very serious fluctuation. Thus, if a company 
were to start business with only 100 poli(*yholders, the number of 
deaths in the first year, according to the mortality table, might 
be only one or two, but it is not very improbable that the com¬ 
pany might be so unfortunate as to have, say, four death claims, 
which would be a serious matter financiall 3 ^ If the company had 
startled business with 1,000 policyholders instead of 100, it is 
very improbable that such a fluctuation would arise as would 
give a mortality of 30 or 40 deaths instead of 10 or 20. Mutual 
life insurance (companies are usually organizc^l on the basis of 
se(airing an initial group of policyholders sufficiently large to 
secure an average experience from the start. The New York 
insurance law provides, for example, that in organizing a mutual 
life insurance company, applications for insurance from 500 per¬ 
sons for a total amount of $1,000,000 must be received, and the 
first premiums paid, b('fore l)usiness is commenced. 

The other method of organizing a life insurance company 
is to provide a guarantee fund which can be drawn upon in the 
event that claims in the early years should prove to be excessive. 
Under this method a large number of policyholders, although 
desirable, is not absolutely necessary before beginning business. 
It is on this basis that stock life insurance companies are formed, 
the stockholders advancing the fund in the form of capital and 
surplus. The ‘‘guarantee fund'^ plan of organization has also 
been used to form mutual companies, chiefly in Massachusetts. 
In that case, the fund is considered as a loan to the policyholders, 
interest thereon being provided for until the loan is repaid, which 
is done when the company's surplus arising from insurance 
operations is sufficient. Thereafter, the company proceeds on a 
purely mutual basis. 

There are, therefore, two kinds of life insurance companies: 
mutual companies, where the policyholders themselves supply 
the funds and take the profits or share the losses; and stock 
companies, which are formed and financ£|yifiJflBP®P9^<i<^ neces- 
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sarily insured in the company but who wish to make a profit 
from carrying on the business of life insurance just as they might 
from any other kind of business. 

The procedure in organizing a new life insurance company is, 
in general, the same for both stock and mutual companies. Jn 
either case the actual organization must be carried out under th(' 
provisions of the laws applicable to corporations, and where a 
special insurance law exists for the regulation of insurance cor¬ 
porations, as is usual, the organization must be in a(‘cordance 
with that law. Prior to the existence of general corporation or 
insurance laws, insurance companies could bo organiz(^d only by 
a special act of the legislature. This spetdal act was the ‘Char¬ 
ter of the company. It comprised a definite statement of the 
powers proposed to be taken and the manner in which these 
powders could be exercised.^ Later, life insurance (?ompani(\s 
were formed under the provisions of the general corporation 
law, and then under spc^cial laws relating to the formation and 
operation of insurances companies. 

The provisions of the various state insurance laws as regards 
^the organization of companies are similar. The necessary steps 
' required to organize a company under the hw of New York 
are illustrative of the general procedure. In that state a cor¬ 
poration composed of at least 13 persons is required. These 
persons first decide upon the scope of the business wdiich they 
propose to undertake, and upon the name of the proposed com¬ 
pany. They then proceed to draw up the charter. The charter 
sets forth the name of the company, its location, the kind of 
business to be transacted, its powers and how they wdll be 
exercised, the method of internal government, the amount of 
capital (if the company is a stock company), and any other 
necessary particulars. The organizers must advertise in a cer¬ 
tain manner their intention to incorporate themselves as an 
insurance company. They must then file with the Superintend¬ 
ent of Insurance a certificate of intention’^ and a copy of the 
charter; when that official has recorded the certificate and 

^ A copy of such a charter (that of the Mutual Life Insurance Company 
of New York) is given in Appendix A. 
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approved the charter they become a corporation. Tiiey an* 
now ready to open the books for the purpose of receiving actual 
subscriptions to the capital if the company is to be a stock 
company or to receive applications for insurance and the pre¬ 
miums therefor if the company is to be mutual, but they cannot 
as yet issue policies. 

When the total amount of the capital and surplus required by 
law in the case of a stock company is paid in, or when the pre¬ 
miums on the necessary minimum amount of insurance in the 
case of a mutual company have been paid in, and when the 
statutory deposit required to be placed with the Superintendent 
has been made, the organization may be completed. This is 
done by calling a meeting at which directors are elected and, 
having been elected, authorize the issue of the stock or the 
policies as the case may be. At. this meeting by-laws are adopted 
by the company to regulate the internal management of its 
affairs. The by-laws cover such matters as the duties of officers 
and committees, regulations as to investments (subject to any 
legal limitations), the maximum amount of insurance to be 
written on any one life, the territory in which business is to be 
transac.ted, and so forth. The by-laws must, of course, be in 
accordance with the powers granted in the charter. The newly 
elected directors will then meet for the purpose of electing officers; 
they will also elect committees from their own number to take 
(diarge of particular departments of the general administration 
of the (company and will dek^gate to such committees the neces¬ 
sary powers. Otherwise, action of the full board on detail 
questions would be necessary. With the appointment of the 
officers the necessary staff may be engaged, supplies purchased, 
and active business begun. 

Stock Companies versus Mutual Companies. —There hiis 
been a great deal of controversy over the relative merits, from 
the policyholders^ point of view, of stock and mutual companies. 
In discussing the advantages and disadvantages of these two 
kinds of companies several points should be considered. The 
chief of these are organization, control, and cost, each of which 
will be examined briefly. 
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Organization ,—The chief difficulty connected with the forma¬ 
tion of a life insurance company is the provision of funds for the 
payment of the expenses of organization, and for any deposit 
required by law. In a purely mutual company, consisting 
entirely of policyholders, no money other than premiums is paid 
in. Since the premiums will all be required for claims and 
ordinary current expenses of the business, the necessary funds 
required for the special expense of organization must be obtained 
either by the voluntary subscription of those who are launching 
the company or by borrowing. In the case of a stock company, 
how(iver, the necessary funds are obtained through the sale of 
stock at a premium, thus creating an immediate surplus 
fund out of which the expenses of organization can be paid. 
Apart from other considerations, therefore, it is easier to form 
a new company on the stoc^k basis than on the mutual basis, 
since it is unnecessary to secure immediately a large number of 
persons willing to take policies in a new con(*ern and since funds 
other than insurance premiums are at once available to meet 
necessary outlays. 

At a later stage of the company's history, however, the situa¬ 
tion is different. When the company has become a going con- 
(;ern and has been in existence for some years, the capital is, 
from the policyholders^ point of view, no longer necessary. 
In most stock life irisuran(*e companies the capital stock, although 
it may amount to a very substantial sum, is usually small 
compared with the total liabilities of the company. The security 
for payment of claims which it originally gave is no longer of 
importance. Tho. necessity of a guarantee fund to guard against 
unfavorable fluctuations still exists, but funds should now be 
available (in the shape of a General Contingency Fund) from 
the surplus payments of the policyholders and the miscellane¬ 
ous profits of the business, while, with an expanding scale of 
operations, normal fluctuations become each year of less and less 
importance. 

The position of a mutual company which has successfully 
come through the organization period is, from this point of 
view, therefore, generally more satisfactory than that of a 
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stock company, other things being equal. All of the funds 
of the company are the property of the policyholders. All 
profits which are made through the use of these funds belong 
entirely to them, and the management of the company is under 
their own control. Insurance will thus be furnished to the 
members at actual cost. 

It does not follow, however, that insurance on the stock plan 
will necessarily be more expensive than insurance on the mutual 
plan. Conditions may change so that the policyholder of a 
stock company may get his insurance, for a time, below actual 
cost, his premium being fixed when the policy is issued, whereas 
the actual (iost to the policyholder in a mutual company fluc¬ 
tuates from year to year. Moreover the cost in a mutual com¬ 
pany depends largely on the efficiency of management. 

The first life insurance companies in this country were stock 
(companies. This was the natural result of the experience under 
the original system of individual insurers which obtained before 
corporations undertook the business of life insurances Under 
that system the're was no adequate senairity. The ‘‘under¬ 
writers^’ of the policy might be financially sound and responsible 
at the time of signing it, and yet be unable to pay when the policy 
be(*ame a claim. It was natural, therefore, that when com¬ 
panies were first formed to do a life insurance business, emphasis 
was placed on the fact that payment of claims was secured by a 
substantial guarantee fund represented by the capital stock. 

The premium rates of the first stock companies were higher 
than necessary, and since experience had shown that, in other 
branch(^s of insurance, the mutual principle was advantageous, 
it was natural that, in due course, companies were formed which 
undertook to give back a part of their profits to the policyholders. 
The next step was the formation of purely mutual companies 
without shareholders or capital stock, the permanence of the 
company and the broadness of its scale of operations constituting 
the guarantee of payment. 

In the state of New York, at the present time, the law provides 
for the formation both of stock companies and of mutual com¬ 
panies. In order to form a mutual company it is necessary, as 
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already stated, to secure in advance the applications of 500 per¬ 
sons for a total amount of insurance of $1,000,000, the object 
being to secure a sufficiently broad basis upon which to start, 
business, and thus to eliminate, as far as possible, the risk of 
serious fluctuation which might put the company out of business 
at an early stage. It is further necessary, before jiroceeding to 
business, to make a deposit of $100,000 with the Superintendent 
of Insurance. As considerable expense is involved in the details 
of organization, in paying for office rent, purchase of supplies, 
wages, and so on, a working ^‘capitaP^ considerably in excess of 
$100,000 is necessary which must be raised by means of a loan. 
Although mutual companies have been formed in this way it is 
evident-that these requirements present serious practical diffi¬ 
culties. In fact, no mutual company has Ixjcn organized under 
the New York law since these provisions wore enacted. 

All the companies which have been formed in New York 
State since 1906 are stock companies. In the case of a stock com¬ 
pany the* New York law requires that the capital stock shall be 
not less than $100,000 and that before the company commences 
business the capital, together with a surplus of at least $50,000, 
shall be paid in. It is further necessary to make a deposit with 
the Superintendent before commencing business. The‘same 
$100,000 may, however, fulfill both requirements, serving both 
as capital and as deposit. The surplus is available toward the 
other expenses of organization. It must be paid in by the 
organizers or obtained by selling the stock at a premium. In 
practice, the stock of a new life insurance company is always 
sold at a premium in order to secure initial working capital. 
For example, each $100 of stock may be sold at $150. The 
capital liability created is, in that case, $100, although $150 in 
cash has been received. In this way $50, appearing for the 
moment as ‘^surplus,'’ is made available for expenses of organiza¬ 
tion. Actually, the entire $50 would not, as a rule, be available 
because part of it would be paid out as commission to stock 
salesmen. Such commission is one of the heavy expenses of 
organizing a stock company. Because of these practical diffi¬ 
culties of organization, it has been suggested that it would be 
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preferable to sell the stock at its par value, permitting the 
company to use part of the capital for expenses of organization. 
However, under the present requirements of the law ^‘capital 
stockmust be shown as a liability in any financial statement, 
and unless this requirement were removed it would be imprac¬ 
ticable to use any substantial part of the amount paid in for stock 
for organization exi)ense. Moreover many of the items, on 
which money must be spent at the time of organizing, such as 
furnituni and other supplies are among the “assets not admitted, 
for which credit cannot be taken in a financial statement. At 
present therefore an initial “surplus’^ is necessary which means 
that stock must be sold at a premium. 

Probably the best system of organization for a mutual company 
is that which provides for a temporary “guarantee capital,^' or 
guarantee fund, with a provision for its redemption when the 
surplus funds of the company are sufficient for that purpose. 
Such a fund is necessary at the start, but when the company 
has been launched and has become a going concern on a sub¬ 
stantial basis all necessary funds should be available from 
premiums and other earnings. Under existing laws, it may 
be necessary to (jommence operations on the stock principle 
but “mutualizatiorP^ may be attained by providing that when 
a substantial surplus fund has been accumulated from the 
operations of the company the policyholders shall be authorized 
to use- a part of it, if they wish to do so, to pay off the stock¬ 
holders or guarantors and to proceed thereafter entirely on the 
mutual plan. 

Life insurance companies are totally different in their nature 
from ordinary commercial corporations formed for profit. The 
business of life insurance, whether conducted on the stock or on 
the mutual plan, is fundamentally a cooperative one. Its object 
is to spread over a large number of persons a risk which might 
prove disastrous if borne by an individual, and while any such 
cooperative plan may require the aid of capital to put it in 
operation, the requirement is only temporary. 

Control .—The second point to be considered in a comparison 
of the stock and mutual systems is the question of control. 
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A stock company is owned by the stockholders. The business 
belongs to them, their money was used to launch it, and they 
are at liberty, so far a^s the law permits, to conduct it as they 
please. The directors and officers are appointed by the stock¬ 
holders and are responsible to them and not to the policyholders. 
As in any other stock corporation, the actual control of the 
company will lie with the holders of the majority of the sto(*k, 
who may be a small group or even a single individual. Control 
of a stock life insurance company by a single individual has 
actually existed in more than one instance. 

Concentration of control has both good and bad features from 
the policyholders^ point of view. It has elements of danger, 
since, if the grou[) or individual owning th(' controlling interest 
in the stoc^k does not consider sufficiently the interests of the 
policyholders, the latter may find themselves in a disadvantageous 
position. For example, by unwise or even unscrupulous handling 
of the investment of th(^ company's funds the secuiriiy behind the 
policyholders^ contracts may b(' endangered. Moreover, where 
control is c,oncontrat('d in this maiiner, it may, by a sale of 
stock, pass from one person or group of persons to another 
^ person or group of persons at short notice so that, even though 
the existing owners of a stock company are men of integrity 
and though the management may be efficient, there is no guaran¬ 
tee that it will continue to be so. Such dangers may, however, be 
considered negligible in the case of most substantial and well- 
established stock companies. The fact is that, in view of the 
very close state supervision to which all life insurance companies 
in this country are subject, holders of the non-participating 
policies of stock companies—at any rate of the larger companies— 
need concern themselves but little with such matters. 

On the other hand, concentration of control has its advantages. 
If quick action is necessary for any purpose, such as, for instance, 
removal of incompetent officers, it can be accomplished much 
more readily in a stock company than in a mutual company. 
It will be admitted, also, that those who have invested their 
own money in an enterprise are likely to give it their close 
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attentioil and to provide a good and efficient administration. 
Further, although in theory the policyholders own and control a 
mutual company, in practice this is really the case only in a 
limited sense. The policyholders are numerous; they are 
scattered all over the country; they have no convenient means 
of intercommunication; the individual stake of each in the com¬ 
pany is small. Many of them do not even know that they have 
the right to vote at elections for directors. Even if they did 
know it, the practical difficulties of taking action in time to 
secure any desired result might be too great to be overcome. 
In mutual companies the directors and officers, in effect, control 
the company. Although the machinery exists for the policy¬ 
holders to effect a change of control, if that should be desirable, 
the procedure is necessarily difficult and as a practical matter the 
real control is likely to remain with the directors and officers. 
Usually tlu^re is no good reason why it should not. In mutual 
companies it was formerly the custom to secure from each 
I)olicyholder at the time his policy was issued a proxy authorizing 
some official of t he company to vote in his behalf at all elections. 
These proxies were valid for a period of yc^ars, unless specifically 
revoked, and it was a very simple matter for the officers of the 
company to collect a few thousands and to hold them in reserve 
in case of unexpected action on the part of any group of policy¬ 
holders who wished to exercise their power in a mariner not 
agreeable to the administration. 

These former methods of improperly retaining unlimited con¬ 
trol of mutual companies and the defects of stock control have 
both led, on occasion, to the same result—irresponsibility on 
the part of those who were in charge of the actual conduct of 
affairs. Those who controlled the majority interest in stock 
companies had no fear of policyholders nor, sometimes, any 
regard for their wishes, while the officers of the mutual companies, 
although in theory accountable to the policyholders, were not 
really so. This lack of responsibility led to the abuses in man¬ 
agement and in the conduct of certain companies which culmi¬ 
nated in the celebrated insurance investigation of 1905. Both 
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systems were alike open to criticism. In both the same abuse 
of power was found. In both the position of the policyholders 
was practically the same. 

Stock companies are still controlled in practically the same 
way as in 1905. There are obvious legal objec^tions to depriving 
stockholders of full control of their own property. The disad¬ 
vantages of stock control which have been outlined above are 
sometimes guarded against, however, by providing for some 
limited form of participation by the policyholders in the govern¬ 
ment of the company. Thus the policyholders may have the 
right to elect a certain number of the directors—naturally a 
minority of the whole. The laws of some states also provide a 
means of passing from stock control to mutual control. This 
'^mutualization’^ of stock companies is of considerable impor¬ 
tance and is considered more fully later in this chapter. 

The situation in the mutual companies has been improved 
by legal restric^tions on the proxy system and by provision for 
a more active participation by the policyholders in the election of 
directors. It is probably true, however, that the majority of 
policyholders of mutual companies are ignorant of their real 
^ status and powers and take no part in the control of the company. 
As a rule*, it is not necessary for them to do so. When an upright 
administration is in power, it is not necessary to have thousands 
of policyholders actually participating in the management. It is 
evident that there would be serious practical objections if it 
were too easy for policyholders to interfere, either individually 
or collectively, in the management. It is sufficient that means 
are provided whereby, if things are going wrong, the policy¬ 
holders may step in and take charge of their own affairs. This is 
accomplished by suitable rules for the nomination of candidates 
for office, by frequent elections, and by creating means whereby 
policyholders may get into touch with one another. 

In considering the relative merits of stock control and of 
mutual control, it is important to remember that the over¬ 
whelming proportion of the accumulated funds of a life insurance 
company, whether stock or mutual, has been contributed by the 
policyholders and that these funds are, in equity^ the property 
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of the policyholders. The capital stock, if any, is comparatively 
small in amount. It would therefore appear that the policy¬ 
holders are entitled to some voice in the management. It may 
be argued that much the same state of affairs exists in the case 
of a bank. The greater part of a bank’s assets belong, not to 
the stockholders of the bank, but to the depositors, yet few 
would claim that banks should always be conducted on a cooper¬ 
ative or mutual basis. The comparison, however, is not admissi¬ 
ble. A depositor in a bank can, if he feels dissatisfied or doubtful 
as to the integrity or efficiency of the management, immediately 
draw out the entire amount he has deposited and transfer it 
without loss to some other institution, but a policyholder in an 
insuraiuie company may not be able to withdraw except at a loss. 
The money he has paid in is the consideration for btmcfits to be 
received chiefly in the future. It is tru(^ that policyholders 
withdrawing from a life insuraiK^e company usually receive (at 
least after some years) an amount on withdrawal which is the 
equivalent of what they have paid in, after allowance has been 
made for the benefits they have received in insurance protection 
and so, technically, suffer no loss. But this is a very different 
situation from that of the bank depositor who can transfer from 
one bank to another. The life insurance poli(»yholder may not be 
able to obtain insurance in another company on equally favorable 
terms, or his health may have deteriorated and he may not be 
able to secure insurance in another company on any terms. The 
position of a policyholder in a stock company which is being 
mismanaged may be unfortunate, whereas the policyholders 
of a mutual company at least have the power to change the 
management. As previously mentioned, however, the close 
supervision by state and other authorities i)revents mismanage¬ 
ment from being continued to any extent. 

Cost —The third point of comparison, and the one which is 
of most general interest from a practical point of view, is the 
relative cost of life insurance in stock and mutual companies. 
Stock companies issue chiefly—some of them, entirely—non¬ 
participating policies. Mutual companies issue, for the most 
part, participating policies at rates higher than those of the 
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stock companies but carrying the right to dividends/' or 
participation in surplus earnings, which may or may not result 
in a lower ^'net cost" than the flat rate of the stock company. 
Holders of participating policies issued by stock companies arc in 
the same position as the policyholders of mutual companies, so 
that, so far as cost is concerned, the comparison is between 
participating and non-participating insurance rather than between 
mutual and stock (;ompanies. 

The advantages offered to the non-participating policyholder 
are (1) a guaranteed fixed annual cost and (2) a low immediate 
outlay as compared with the cost of a participating policy. 
Premiums for non-participating policies must be as low as they 
can safely be made, since there will be no subsequent adjustments 
by refunds of overpayments. The premium rate must, there¬ 
fore, for the sake of safety, be at least slightly in excess of antici¬ 
pated reqiiirements. No company can afford to charge less than 
the expected actual cost, and since profits must be earned for the 
stockholders, somewhat more than the anticipated (^ost must b(‘ 
charged. The premiums of mutual companies, on the other 
hand, are admittedly substantially greater than are actually 
r necessary. Refunds are made from time to time, usually annu¬ 
ally, of such portion of the premium as is not required, together 
with other profits, if any, so that it is not necessary that the 
contract premium be calculated with close exactness. In fact, 
there are important advantages, both to the policyholder and the 
company, in premiums substantially higher than necessary, the 
chief of which is the added margin of safety. The actual cost of 
insurance to the policyholder in a mutual company is not meas¬ 
ured by the premium charged, but by the premium less the 
^^dividend" or ^‘refund," the difference between the premium 
and the dividend being generally referred to as the ‘^net cost." 
These refunds or dividends are, for reasons which will be explained 
in a later chapter, normally of increasing amount, so that the 
net cost, although it may fluctuate somewhat, normally grows 
less each succeeding year. The initial cost and, in fact, the net 
cost for some years may exceed the premium for a non-participat¬ 
ing policy but eventually is likely to be less. The choice offered 
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to the intending policyholder is, therefore, (1) a low fixed premium 
slightly greater than the probable actual cost or (2) a substan¬ 
tially greater premium to be reduced by dividends,’^ which 
should adjust the payments to the actual cost. 

The much debated (luestion of comparative cost is usually 
argued by comparing companies instead of systems. It is quite 
true that a particular stock company may be able, through 
exceptionally efficient administration, economy, and skilful or 
fortunate investment, to provide insurance at a rate which will 
actually prove cheaper in the long run than in a mutual company. 
This is possible, but there is, in general, no reason to suppose 
that a stock company will be managed better than a mutual 
company. Where all conditions are equal and remain stable, 
insurance on the mutual plan would be cheaper than insurance 
on the non-participating plan, since every cent not actually 
required for paying claims or for the operation of the business 
will, in the mutual company, be returned to the policyholders 
in the shape of dividends. 

However, neither equality nor stability of conditions exists so 
that the comparison of i)robable cost is more complex than may 
at first appear. Thus, as an illustration of unequal conditions, 
the rates of commission on non-participating insurance—at least 
for the principal plans—are nearly always less, plan for plan, 
than those of mutual companies, and these lower rates are paid 
on smaller premiums. Out of each $100 of premiums a smaller 
amount in dollars and cents is, therefore, used for that purpose 
in the stock company than in the mutual company. Because^ 
of the lower premiums charged it would appear that the stock 
company pays relatively less in state premium taxes than the 
mutual company, but, since in most states premium taxes are 
charged on premiums less dividends and not on gross premiums, 
there is not much difference in this respect. A more important 
point is that the system of collecting large premiums and making 
annual refunds to every policyholder is, in itself, a much more 
expensive one to operate than that where all such complicated 
calculations and records of refunds are eliminated. The amounts 
paid to stockholders as dividends are, comparatively, of little 
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importance and have only a slight effect on the relative expense 
of the two systems. Some persons undoubtedly prefer to pay a 
fixed premium of low and certain amount rather than the fluc¬ 
tuating premiums of mutual companies, even if those should 
eventually prove to be less. Again, if one remembers that the 
premium rate on a non-participating policy cannot be changed, 
it may happen that, because of unfavorable conditions lasting 
over a series of years, the reduced dividends paid to the policy¬ 
holder of a mut.ual company may result in a higher cost than 
that of a non-participating policy issued at a low premium rate 
when all conditions were favorable. This situation exists to a 
considerable extent at the present time (1939) as a result of the 
rapid and drastic fall in the net interest rate earned during the 
past five or six years. Reductions in dividends on participating 
policies consequent upon the reduced interest rates have in 
many cases resulted in net costs which are temporarily higher 
than the non-participating rates for similar policies issued before 
the fall in interest rates began. Non-participating rates have, 
in general, been substantially increased during the period in 
question, but, of course, no increase can be made in the premium 
rates of policies already issued. 

Further Comparison of Stock and Mutual Companies .—The 
policyholder in a stock company need not concern himself with 
the operation of the company so long as he is satisfied that it is 
in a sound financial condition and is being honestly managed, 
whereas the policyholder in a mutual company has at all times 
a vital interest in the details of operation. For example, the 
company's investments, the rate of interest obtainable by the 
company, the opinion of the directors as to the amount of the 
necessary safety fund (or fund for contingencies), and many 
other similar things all affect the amount of his dividends and 
thus affect the cost of his insurance. 

On the other hand, the additional income from higher premium 
rates in a mutual company is a source of strength. In the event 
of an unforeseen catastrophe, dividends in a mutual company can 
be reduced or may even be temporarily discontinued. If such 
action is insufficient, recourse may be had to the surplus or con- 
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tingency fund of the company. In a stock company the con¬ 
tingency fund is the first line of defense instead of the second 
and must, therefore, be proportionately greater. Insurance 
companies must be ready for the unexpected—which sometimes 
happens. Thus the influenza epidemic of 1918 increased the 
normal rate of death claims of many companies by more than 
50 per cent. In fact, in many of the small companies whose 
policyholders were mostly young persons, the death claims were 
doubled. More recently there has occurred the financial collapse 
of 1929 followed by depression and the reduction of interest rates 
to a point which many would have considered virtually impossi¬ 
ble. Such events show the need for safety margins and sub¬ 
stantial contingency funds. It is, of course, not suggested that 
stock companies generally are not in a position to meet such 
calamities. This is by no means the case; but it must be clear 
that a mutual company with its larger premiums is, other things 
being equal, in a stronger position in that respect than is a non¬ 
participating company. Normally, dividend adjustments are 
within a comparatively narrow range. In event of a cont inuation 
of adverse conditions the stock company can increase its premium 
rates for new policies, but it cannot increase those of policies 
already in force. The mutual company can adjust the cost on 
all its policies. 

Mutualization of Stock Companies. —The question of the 
mutualization of stock companies has been given much promi¬ 
nence in recent years. In large companies, particularly, it has 
become evident that it is in the interest of the policyholders that 
funds contributed by them, and belonging to them, should be 
under their own control rather than under the control of the 
stoc.kholders, and several of the large stock life insurance com¬ 
panies—among them the Metropolitan Life Insurance Company 
and the Prudential Insurance Company of America, the two 
largest life insurance companies in the world—have taken 
the necessary steps to complete a purchase of the stock by the 
policyholders. The main reason for such action is, usually, the 
desire of the policyholders to secure control of their own money 
and their own business. Impending changes in the stock control 
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may sometimes influence the management in inaugurating such 
proceedings. Merely to give the policyholders the right to vote 
at elections would not be effective, since any rights which would 
be of real advantage to them would naturally take away the 
vested rights of the stockholders and would probably be illegal. 
The only way is to buy out the stockholders. In order to accorm 
plish this it is necessary that both sto(;kholders and policyholders 
agree to the terms of purchase, since the money that will be used 
to buy out the stockholders must come from the surplus funds of 
the company, which equitably belong to the policyholders. If 
the necessary majority of the stockholders and policyholders 
agree on the terms of the purchase it still remains to persuade all 
of the stockholders to accept the offer and to sell their sto(^k on 
the terms agreed upon in the proposed plan. Sometimes, as in 
the case of the Prudential mutualization, the obstinacy or dis¬ 
approval of a few stockholders will temporarily prevent the actual 
carrying out of the plan, at least in a technical sense. In such 
circumstances, the stock which had been purchased under the 
plan of mutualization from those stockholders who agreed to 
sell would be held temporarily by trustees for the policyholders. 
The company would continue existence technically as a stock 
company and declare dividends on its stock as usual. The 
trustees holding the purchased stock would receive the dividends 
on that stock and would pay such dividends back again into the 
general funds of the company. At elections, these trustees, who 
would hold, in all probability, a very large majority of the stock, 
would have the actual control of the company. They would act 
in accordance with the expressed wishes of the policyholders. 
The company, therefore, while technically still a stock company, 
would for practical purposes be mutual, although it could not, 
strictly speaking, be called a mutual company until the last 
dollar of stock had been purchased and canceled. 
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TYPES OF LIFE INSURANCE AND ANNUITY CONTRACTS 

The many different forms of life insurance and annuity con¬ 
tracts issued by life insurance companies may be broadly classified 
into three groups: 

(A) Standard forms of life insurance policies issued, generally 
speaking, by all companies. 

(B) Standard forms of annuity contracts issued by all or most 
companies. 

(C) Miscellaneous special forms of life insurances or annuity 
contracts and combinations of life insuranese and annuities 
not issued by all companies. 

In this connectiem the word *^standard'' is not used in the le^gal 
sense but as indicating an e^stablished type of contract, the general 
terms and conditions of which are everywhere prae*,tically the 
same. 

(A) STANDARD FORMS OF LIFE INSURANCE CONTRACTS 

The principal forms of life insurance contracts may likewise be 
broadly classified under three headings: 

(1) Whole life policies. 

(2) Endowment policies. 

(3) Term policies. 

Whole Life Policies. —Whole life policies provide insurance for 
the whole of life and (if not previously terminated) mature for 
payment only at the death of the person insured. They include 
ordinary life^ limited payment life, single premium life, and joint 
life policies. 

Ordinary Life. —The distinguishing feature of the ordinary life 
policy is that premiums are payable throughout the entire life- 
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time of the person insured. This is probably the most popular 
and most widely issued form of life insurance contract. 

In the usual case, where insurance is required for an indefinite 
period, the ordinary life policy is probably the most suitable 
contract. Its cost is low and in view of the provisions which it 
invariably contains it is particularly adaptable to changing cir¬ 
cumstances or to various special requirements. In this respect it 
is more adaptable than any other form. In fact, in view of the 
provisions {inter alia) for liberal (‘ash and other surrender values 
(particularly at the later durations), for change to other plans of 
insuranc^e as from original date, for application of dividends in 
commutation of future premium payments, and for optional 
modes of settlement, it might be said that wlune the insurance 
need is more than tem])orary and where t he applicant can afford to 
pay the ordinary life premium rate this form will, in general, 
satisfy any requirements and suit any circumstances. It is 
sometimes urged that few persons require life insurance protec¬ 
tion in extreme old age and that for that reason an ordinary life 
policy is not the most suitable type for the average person. It 
, is true that insurance nec'ds may cease at 65 or 70, but in that ease 
the policy may be surrendcTed without loss, usually for its full 
reserve value, and the proceeds may then be converted into income 
or applied in some otln^r manner. In those cases where the insur¬ 
ance protection is required in old age it is still available under the 
ordinary life form. 

Limited Payment Life ,—The limited payment life policy pro¬ 
vides for premium payments only during a specified number of 
years (or until prior death). The amount of insurance is payable 
as in the case of the ordinary life policy at the death of the person 
insured. Formerly limited payment life policies were usually 
issued with provision for a specified number of premiums such as 
10, 15, 20, 25, or 30. More recently policies providing for pay¬ 
ment of premiums up to a specified age such as 60, 65, or 70 have 
become common. Companies are usually willing to issue limited 
payment policies calling for any desired number of premiums. 
The greater the number of premiums payable the more closely the 
contract approaches the ordinary life form. 
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Cash and other surrender values on limited payment policies 
are greater than under the ordinary life form, and the effective 
insurance protection involved is thertifore correspondingly 
smaller. In other words, the investment portion of the contract 
is increased and the insurance portion decreased. For that rea¬ 
son, if death should occur within the average ‘^expectation of 
life” the insured will generally have paid more to the company 
under a limited payment life policy than if he had taken an ordi¬ 
nary life policy, while if ho should live beyond the average expecta¬ 
tion he will have paid less. At the time of issue the value of the 
limited premiums is the same as the value of the premiums for 
life under the ordinary life contract. Both policies are sold on the 
same price basis—although involving different net effective 
amounts of insurances protection—and whether one will prove to 
be “cheape^r” than the other in any individual case will depend 
on the time elapsed before death occurs. In event of surrender 
each policyholder receives an equitable surrender value which 
takes into account the cost of the net insurance protection actually 
furnished. There is thus no presumptive financial advantage as 
between one form and the other. Choice depends on circum¬ 
stances and personal preference. Some persons prefer the limited 
payment form bec^ause there is a definite date for the termination 
of the premiums, while others prefer the ordinary life form 
because it gives the maximum permanent protection for a 
given outlay. 

jingle Prerndupi Life .—A single premium life policy is simply a 
special case of a limit ed payment policy, the number of premiums 
being limited to one. Single premium policies give comparatively 
little effective insurance protection as compared with the “face 
amount” of insurance. Such contracts are therefore attractive 
chiefly from an investment standpoint, particularly to those to 
whom immediate income is not the most important consideration. 
When due allowance is made for the insurance afforded, the yield 
and security are good, and the cash surrender provision provides a 
guaranteed value throughout the duration of the contract. 

Joint Life. —Joint life policies provide for payment of the 
amount of the insurance at the first death of two or more persons 
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insured. A policy payables at the Iasi death of the lives insured 
would be called a last survivor polic^y. Last survivor policies are 
rarely, if ever, issued, while joint life policies are rather common. 
Two, three or even four lives may be covered in a joint policy, 
hut because of practic^al difficulties and expense, few companies 
are willing to issue joint policies which (*over more than four lives 
—in fact, many com[)anies do not go beyond two or three. Joint 
life policies may be issued on the ordinary life plan with premiums 
payabhi until the first death or on the limited payment plan or the 
endowment jdan. They are practically never issued on the term 
plan because separate term policies each for the same amount 
would usually cost very little more and would therefore be 
preferred. 

Most joint policies are taken as business insurance, as on the 
lives of partners. It is doubtful whether they are suitable in the 
majority of cases for such purposes. Partnerships change, and it 
may be difficnilt or impossible to make satsifactory adjustments in 
the insuraiK^e coverage where it consists of a joint life policy. 
Where there are more than two partners the insurance ceases 
entirely at the death of the first partner, and usually new 
insurance arrangements would then be necessary. For these 
reasons it is usually better to take separate policies on each 
partner, division of the total premium (^ost being made on an 
equitable basis. Such an arrangement will be far more satis¬ 
factory, particularly whore the interests of the partners are of 
different amounts. 

Joint life policies are sometimes taken on the lives husband 
and wife, and where a legitimate need for insurance exists, are 
suitable in such cases. The fact that two or more lives are cov¬ 
ered under the same policy means that the ‘‘cost of insurance’’ 
is relatively high and the relation of cash values to premiums 
paid correspondingly low. Misunderstanding or dissatisfaction is 
therefore more likely under a joint policy than under separate 
single-life policies. The practical value of joint life insurance 
must be regarded as limited. 

Whole Life Policies ,—The contracts described in the 
foregoing paragraphs comprise all of the types of whole life 
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policies in general usc.^ Some companies issue ^^speciar^ 
policies on the ordinary life plan which are available only where 
the amount of insurance is at least $5,000. Occasionally these 
special policies are also subject to a more severe standard of 
selection than is the case for the other contracts issued by the 
company, and may be described as ^^preferred risk^^ policies. 

Such contracts provide insurance at a lower and perhaps a 
substantially lower cost than the regular policies not subject to 
such limitations. The chief element in this lower cost is the 
reduced rate of expense involved. In most compani(\s the average 
amount of insurance per policy is not more than about $3,000. 
Some of the expenses involved in the administration of life insur¬ 
ance are, generally speaking, independent of the amount of 
insurance as, for example, the cost of medical examination, 
bookkeeping, and other administrative care. Since the premium 
rate ordinarily is the same per $1,000 of insurance irrespective 
of the amount taken, the provision in the premium for expenses is 
necessarily based on the average policy. It follows that so far 
as certain expenses such as those mentioned are concerned the 
large policyholder pays relatively more than the small policy¬ 
holder. In fact, if it w(‘re practical to do so it would be desirable 
to vary the scale of premium rates according to t-ht^ amount of 
insurance taken, in which case the premium rate would be some¬ 
what lower for large amounts than for small amounts. Such a 
plan, however, would involve endless complicjations and additional 
expense to the company as a whole and is, in fact, not practical. 

The issue of special policies at lower rates where the amount 
is $5,000 or over is merely the first step towards a complete dif¬ 
ferentiation in rates according to amount of insurance. Where 
the minimum policy is $5,000 the average amount of insurance 
will be considerably greater than that, possibly from $7,000 to 
$10,000. Consequently, the expense per $1,000 for such policies 
as compared with the unlimited class will be much lower, and the 
cost to the policyholder will be lower. If in addition other 
expenses, such as the rate of commission, are fixed on a lower 

^ Certain other types of whole life insurance, not in general use, will be 
described later. 
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basis than for regular policies, as is sometimes the case, or if the 
issue of these policies is limited to specially selected risks, further 
substantial savings will be made which will result in much cheaper 
insurance for those fortunate enough to be able to qualify. 

While the general principles involved in the issuance of these 
special policies are theoretically sound, there are some practical 
objections. If a special class is created for which the cost of 
insurance is greatly reduced, it will follow that the cost will be 
correspondingly increased for those who are not qualified for 
special policies. As already stated, the average policy is con¬ 
siderably below $5,000, and, in fact, more policies are issued for 
$1,000 in most companies than for any other amount. Where no 
special policy is in use the holders of the smalh^r policies, who are 
in the majority, share the benefits of the lower expense incurred 
in connec^tion with the larger amounts. If a preferred-risk class is 
created, the reduction in cost of insurance which the policy¬ 
holders in that class will enjoy will result in an increase in the 
cost of insurance for the remainder of the policyholders. 

The basis of selection of standard risks (that is, those 
► acceptable at ordinary rates) is discussed latc^r^ and it is sufficient 
to say here that the more rigid the requirements adopted the 
fewer will be those who qualify. By making the requirements 
more severe for a special group the rate of mortality experienced 
in that group can be made lower than in the company generally 
but the result will be a higher mortality rate and a higher cost for 
the remainder of the policyholders. It is a question, therefore, 
whether the introduction of such special standards of selection for 
limited classes is, on the whole, an advantage or a disadvantage 
to the insuring public. 

The appli(^ation of these principles necessarily involves some 
inconsistencies. Thus, if the basis of the lower rate is saving in 
expense, it would seem evident that the policyholder who applies 
for $10,000 should get a lower rate than the one who applies for 
$5,000, and so on. In other words, a logical application of the 
principle would involve a multiplicity of scales of rates depending 
on amount of insurance. It would be quite possible for some 

' Sec Chapter X. 
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(company to extend the speeial-policy plan by creating separate 
classes with a minimum of $10,000 or $25,000 instead of $5,000, 
and in this way policies could be issued at a progressively lower 
cost according to amount of insurance. It is a serious question 
whether anything of this kind should be started when it cannot 
very well be carried to its logical conclusion. 

A further inconsistency lies in the applic^ation of the principle 
only to one kind of policy, ordinary life. If savings can be 
secured in this way on one plan they (^an similarly be secured 
on any plan of insurance. Further, if the basis of the special 
policy is ^^ preferred selection, it is not essential eitht^r to require 
a minimum amount or a specified 2)lan of insurance in order to 
secure the saving which justifies the lower rate. 

Where these special jxdicies are issued there would be an 
apparent iiu^onsisteiK^y, or even, perhaf)s, discrimination, in 
issuing at tlu^ same tinn' a n^gular ordinary life policy at a higher 
premium rate, since the two contracts would provide, in general, 
the same benefits. F or this reavson companies which issue special 
or preferred-risk policies on the ordinary life plan with a minimum 
amount usually substitute for the regular ordinary life policy a 
long-term endownuMit policy, such as an endowment payable at 
age 85. Such a long-term endowment is virtually the same 
thing as an ordinary life policy, esi)ecially at the lower ages at 
issue, but it avoids the apparent discrimination of quoting 
different rates jier $1,000 for the same kind of policy. 

Endowment Policies. —An endowment policy provides for 
payment of the amount of the insurance either in the event of 
death during a specified peiriod (the endowment period) or upon 
survival to the end of that period (the maturity date). Endow¬ 
ment policies are usually issued with premiums payable during 
the whole currency of the policy. They are also issued on the 
limited payment or single premium plan and on joint lives, the 
policy being payable, in the latter case, at the first death if that 
should occur prior to the maturity date. 

Endowment insurance provides, in effect, the same benefit 
as that provided by term insurance (insurance payable only 
in event of death within a stated period) with the additional 
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feature of payment upon survival to the end of l-h(i term. A 
poliey which provides for payment only upon survival to a ^stated 
date, and not in the event of jmor death, is a pure cndowmentA 
It is therefore sometimes said that endowment insurance consists 
of term insurance and a pure endowment. While the endow- 
ment policy may, theoretically, be analyzed in this way, a false 
impression may be created since it introduces the idea of for¬ 
feiture. Thus, it may be argued that, since only one of the 
two parts—either the term insurance or the pure endowment— 
can become payable, the holder of an endowmcmt insurance 
policy must suffer the forfeiture of one or the other of the two 
elements for whi(*h provision is made in his policy. This is a 
wrong conception. There is no forfeiture since, in every case, 
the company pays the benefit for which premiums have been 
paid, viz., the sum insured either at the maturity date or at death, 
if sooner. A more accurate conception of the nature of endow¬ 
ment insurance is obtained when it is realized that the total 
premium payable may be divided into (1) the annual sum 
required on a purely interest basis to create a ^'sinking fund'^ 
► which will equal the face amount of the policy on the maturity 
date; and (2) the level annual premium required for decreasing 
insurance, the amount of which in any year is the difference 
between the full sum insured and the amount of the sinking- 
fund’’ accumulations. The sinking fund accumulations at any 
point in the course of the insurance are thus supplemented by 
the decreasing insurance payable in event of death at that point. 
It does not seem to be of any importance which of the two ideas 
be adopted, provided the matter is properly understood. The 
premium paid for an endowment policy is the equivalent of the 
benefits which are furnished and is exactly sufficient to provide 
them. No forfeiture is involved. A person who takes a 20-year 
term policy and does not die during the 20 years has not thereby 
forfeited” the premiums paid. He has had insurance protec- 

^ Very few pure endowment policies are issued. Such a policy is not, 
strictly speaking, a life insurance policy at all, being rather the opposite of 
life insurance. Sometimes pure endowments are issued on the lives of 
children for educational purposes. 
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tiori to the full value of his premiums. Similarly the purchas(U' 
of a pure endowment pays only in accordance with his chances of 
survival. 

It is frequently maintained, nevertheless, by those ignorant 
of the principles of life insurance that, when the holder of an 
endowment policy dies, a n'turn of some part of the prennium 
should be made in addition to payment of the full sum insured 
because the policyholder has paid more than he would have 
paid had he taken ordinary life or term insurance. This idea 
has even been brought forward in state legislatures. It is suffi¬ 
cient to repeat that, as the premium for an endowment insurance 
policy is so calculated as to be just, sufficient to provide for the 
benefit promised, it is obvious that, if a larger amount than the 
face of the policy were paid on death, a srnalk^r amount would 
have to be paid to those whose policies matured by survival. 

Endowment insurance policies arc taken by those who wish to 
combine a greater element of saving or investment with life 
insurance. There are some important considerations to be 
borne in mind when considering life insurance from the invest¬ 
ment standpoint. Premiums on term policies are paid exclusively 
for insurance protection, being comparable in this respect to 
premiums paid for fire insurance or for protc'ction against any 
other hazard which may or may not occur. In the case of whole 
life policies on the level-premium plan tliere is an inert^asing fund 
in the hands of the company which constitutes an inve^stment 
element in the contract and which reduces the insuran(*e element 
as compared with term insurance. In event of surrender of the 
policy the whole or part of this fund (according to the length of 
time the policy has been in force) becomes the property of the 
policyholder and is, in the meantime, subject in part to his 
control. 

In the case of endowment insurance there is a still greater ele¬ 
ment of investment and correspondingly less insurance protection. 
The ‘^sinking-fund” element is purely an investment element, 
and where the endowment period is short the actual insurance 
involved is relatively small, and the investment element may be 
considerable. In considering any form of insurance from an 
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investment point of view it is necessary to take into account 
that part of the premium is paid for insurance protection. That 
part is spent, not invested; it is only the balance of the premium 
which is invested, and which should be considered in determining 
the yield involved. Failure to do this is usually answerable for 
the idea that endowment insurance yields a low rate of interest 
as an invesi.ment. 

Another fallacy—but of an opposite nature--which is fre¬ 
quently mot arises in calculating the investment yichV^ of an 
endowment policy by supposing that the ^^nvestment element” 
of the premium is the difference between the endowment premium 
and the premium for a term policy covering the same number of 
years. This would be correct only if the company were ^^on 
the risk ” for the full face amount for the whole period. Because 
of the increasing reserve held, on the level premium plan, for the 
endowment policy, the ^^risk” or net amount of insurance” 
for which the company must provide is a diminishing amount, 
averaging about half the face amount so that much less than the 
regular term premium is iKioded to pay for the actual insurance 
involved. The investiiKuit part of tlie emdowment premium 
is, therefore, more t han supposed by the method referred to. 

This erroiKHms metlnxl of calculation results in interest yields 
which are much too high and frequently, in fact, in excess 
of the rate of interest a(?tually being earned by the company, a 
result the absurdity of which should be sufficient evidence that 
the method is wrong. 

The only proper method of calculating the investment yield 
of an endowment policy would be to deduct from each premiuni 
the cost of carrying the insurance risk of that year—the insurance 
risk decreasing each year—and, by trial, to ascertain at what 
rate of interest the remainders will accumulate to the face 
amount of the policy at the maturity date. 

This is a complicated calculation but one which it is quite 
unnecessary to perform since—in mutual companies at least—the 
result must, in all cases, be approximately the average net rate 
at which the funds of the company are invested, as has already 
been indicated. In the case of non-participating policies there 
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may be some variation between the two rates. Any method of 
determining the interest yield on an endowment, or any other, 
insurance policy, which shows an apparent yield considerably 
higher or lower than the rate being earned by the company on its 
funds, is fallacious. 

Life insurance policies satisfy nearly every requirement of a 
good inv(\stment, including a fair yield. It must be realized, 
however, that a part of the premium on any kind of policy—the 
part depending on the kind of policy—is spent^ not invested. 

Sometimes it is (daimed that the insured could invest his 
money at a higher rate of intert^st than the company earns and 
that it will, therefore, be to his advantage to carry only the term 
insurance element with the insurance company and do his invest¬ 
ing himself. In order to make a fair comparison on this basis it 
must be assumed that th(^ amount of insurance carried decreases 
each year so that the total sum—insurance plus investment— 
available in event of death is always the same. If this is not 
done the comparison is vitiated since different amounts of 
insurance are involved. It can be shown that the separate 
investment fund in these circumstances must yield a rate materi¬ 
ally higher than that earned by the company in order to make the 
two propositions equal financially. This is because part of the 
expense of an insurance policy is incurred irrespective of amount 
or plan, so that term insurance involves a higher rate of expense, 
than endowment insurance.^ 

Endowment insurance has never attained the popularity in 
this country that it has elsewhere. In Great Britain, for exam¬ 
ple, more than half of the life insurance written at the present 
time is on the endowment plan, while in America the proportion 
is less than one third. More recently, endowments running for 
comparatively long periods, such as endowments to mature at 
age sixty, sixty-five, or seventy, have become better known and 
more popular, and it is possible that there may be a continuation 

^ This subject is fully discussed in an excellent article on *‘Life Insurance 
as an Investment” by M. A. Linton, published by The National Association 
of Life Underwriters, New York, 1927, and later by the Provident Mutual 
Life Insurance Company of Philadelphia. 
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of this tcmdeney in tho future. A comparatively small volume of 
business, however, has been written even on these plans, and 
there is no indic^ation that endowment insurance will replace 
ordinary and limited payment life insurance in popular favor. 
One reason for this situation is the jflexibility' of the modern 
whole life policy. 

Term Policies. —A t('rm policy is one under which the sum 
insiirc'd be(^omes payable^ provided th(‘ person insured dies within 
a stated })eriod. This period may be 1 or more years and is 
generally 5, 10, 15 or 20 years. Policies are occasionally issued 
for much longer periods, as in the case of the “term to 65^^ policies 
issued by a few companies.^ 

"“ A term policy provides temporary protection at low cost. 
It covers a contingency only and not a certainty, as do other 
kinds of i)olicies. The “cheapness’’ of term insurance arises 
from the fact that the period of old age, when death is most 
likely to occur and when the cost of insurance is high, is not 
covered. 

In the earliest days of life insurance, term policies were the 
only ones issued. The first of which we have any record covered 
a pe^riod of a few months or a year. They were taken out by 
persons about to mak(^ a journey or about to engage in some 
hazardous (mt.orprise, the insurance being desired only for the 
(continuance of the journey or enterprise. The rate of premium 
charged for these early term policies was nearly alw^ays the 
same, $5 for each $100 of insurance, a very high rate. At the 
present time, at age forty, for example, term insuraiKce for 1 year 
would cost about $10 per $1,000. It is to be remembered, 
however, that the nature of the risk was then quite different. 
Very little evidence as to the health of the applicant was required, 
while the insurance was usually taken to cover a more than 
usually hazardous risk and not merely the ordinary chances of 

^ Term policies for a period longer than 20 years would, under certain 
state laws, have to contain provision for cash and other non-forfeiture 
values, as in the case of permanent insurance. Such values would neces¬ 
sarily be very small in most cases and would diminish as the period of term 
insurance approached its conclusion. 
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death. In the early years of the nineteenth century, when 
life insurance was first furnished by corporations, term insurance 
still formed by far the largest part of the life business of such 
companies. Even during the early y(?ars of some of the older 
companies operating at the present time, term insurance still 
formed an important part of the total business done. No doubt 
this is partly explained by the fact that life insurance was then 
little known or understood, and many of the i)olicies takeji were 
for business purposes where prote(‘tion was required for a 
temporary period only. Life insurance for family protection 
was in its infancy. With the develo])in('nt and ext(*nsion of 
permanent forms of life insuran(‘e, term insurance now (consti¬ 
tutes a relativ(4y small part of the total insurance written— 
from 15 to 20 percent—and all of it is writt en on a convertible or 
rtinewable basis. 

Convertible Term Inmrance. —-The field for term insurances 
has been greatly enlarged by the us(c of eonvertihle term policies. 
Practically all term policies now carry the right to ex(chang(* the 
term contract for permanent insurance at some time in the 
future, irrccspective of the then state of health of the insured.^ 
This is a convenient arrangement for those who, while at presemt 
unable to pay the larger premium ratt's reqtiired for whole life 
or endowme3nt. policies of the amount for which tlu^y feel they 
ought to be insured, expect or hope to be able to pay for such 
policies in the future. Convicrtible term poli(*i(‘s are also useful 
when it is desired to leave the final decision as to j)lan until a 
later time when it may, for some reason, be possible to make a 
better choice. 

The conversion privilege may be the option either to take, 
without a medical examination, a new politcy on the life or 
endowment plan as of the date of conversion and at the rate 
of premium applicable to the age at that time or to change the 
policy as from its original date to a life or endowment policy at 
the rate of premium corresponding to the age at the original 
date of issue. In the latter case, adjustment on account of 

1 A medical examination is, as a rule, essential when insurance protection 
is either granted or increased. 
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differences in past premiums and interest thereon would be 
required. 

In either case some limitation on the right of conversion is 
desirable, since otherwise there might be a selection adverse 
to the company on the part of the holders of term policies at or 
near the end of the term. It is, for this reason, customary to 
provide in convertible term policies that the option to convert 
must be exercised before a certain date, which is usually two or 
more years prior to the date of expiry of the policy. The follow¬ 
ing is a typical clause providing for conversion of a 10-year term 
policy: 

Privilege of Change to Ordinary LifCj Limited Payment Life^ or Endow-- 
ment Policy. —Provided this Policy is in force and no premium is in 
default, this Policy may be exchanged, without medical reexamination, 
at any time within 7 years after its date of issue and within the limits of 
age hereinafter stated, either as of its original date or as of the date of 
exchange as hereinafter set forth, for a premium-paying policy of the 
same face amount, upon either the Ordinary Life, tlie Limited Payment 
Life, or the Endowment plan. A written request signed by the Insured 
and beneficiary or assignee, if any, and the legal surrender of the Policy 
to the Company at its Home Office, will be required. 

(1) If the exchange be made as of the original date of this Policy, there 
must be paid to the Company a sum ecpial to either (a) the differences 
between the premiums paid hereon and the premiums which would 
have been paid upon the Policy had it originally been issued on the new 
plan, with interest upon such differences from the various due dates to 
the date of exchange at a rate of interest not exceeding 6 per centum 
per annum compounded annually, allowance being made for any larger 
dividends on the new plan; or (6) the cash surrender value guaranteed 
in such a new Policy at the date of exchange if such cash value be greater 
than said differences with interest as provided in (a). The new polic}^ 
shall bear the same date and number and shall be written as of the same 
age of the Insured as this Policy, and shall be at the rate of premium in 
force for such new plan at the date of this Policy, but such exchange 
cannot be made if the attained age of the Insured exceeds fifty-five 
years. ^ 

^ This limitation is necessary since, in certain cases, the charge provided 
for would be insufficient to equal the increase in liability (reserve) under the 
new policy. Special terms would be made for a change in such cases. 
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(2) If the exchange he made as of the date of exchange^ the New Policy 
shall be issued as of the age of the Insured upon the birthday nearest 
the date of such exchange, the premium rate being the rate for such age 
according to the rate of the Company then in force, but such exchange 
cannot be made if the attained age of the Insured exceeds sixty-five 
years. 

Sometimes a small ^‘conversion value,based on the reserve 
held against the term policy may be allowed in the latter case 
toward payment of the premium on the new policy. 

Automatic Conversion .—A form of term insurance occasionally 
used provides for automatic conversion at the end of the term 
to a specified plan of permanent insurance. The form of policy 
is usually that for the permanent insurance, at the appropriate 
(advanced) age, the terms of the preliminary term insurance 
being provided by endorsement. Under such a contract the 
company is not protected against adverse selection by con¬ 
tinuance or discontinuance of the insurance at the end of the 
period of term insurance. 

It is probable that the rate of mortality among those who 
elect to continue their insurance after it has been automatically 
converted (at, of course, a much higher annual premium rate) is 
higher than the normal rate. Theoretically the automatic 
conversion applies to all i)olicies surviving to the end of the term 
period, but in practice many policyholders drop out at that 
time. 

Renewable Term Insurance.—Renewable term policies contain 
an option to renew for a limited number of further periods of 
term insurance, usually of the same length. Renewable term 
policies may also be convertible to permanent plans as described 
above. The usual terms of renewal are given in the following 
specimen renewal clause: 

Renewal Privilege ,—The Insured may renew this policy for further 
periods of 10 years each without medical examination, provided there 
has been no lapse in the payment of premiums, by written notice to 
the company at its home office before the expiration of any period of 
the insurance hereunder and by the payment in each year, on the dates 
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above specified, of the premium for the age attained by the insured at 
the beginning of any such renewal period in accordance with the table 
of rates on the fourth page hereof. 

A special case of reiK'wabh^ term insurance is the 1-year renew¬ 
able })olicy which provides for 1-year term insurance, renewable 
yearly up to age sixty or sixty-five, or for a specified period, 
after which time the policy terminates or may be converted to a 
permanent plan of insurance at a level premium. In th(i mean¬ 
time the pri'iniiim rate increases ea(‘h year. Such a policy 
corn^sponds (dosely to true ass(‘ssment insurance but the age 
limitation eliminates the most objectionable feature of that sys- 
t(*m. A y(‘arly renewable term policy is to be distinguished 
from, say, a ^'term to 65contract which is a long-term policy 
issued at a level rate of premium. 

Renewable term insurance, although strongly advocated for 
almost all insurance needs in certain quarters and by ill-informed 
advisers, has serious drawbacks both to the insured and to the 
company. The reason for the apj)arent cheapness of term 
insuran<a> has already l)een stated. Under the renewable term 
> plan th(‘ premium in(*r(‘ases either annually or at intc^rvals, and 
while the premium remains low so long as the ag(‘ is low, the cost 
eventually becomes very great if the policy is continued in force 
beyond middle age, and if continued indefinitely, the premium 
required for renew^al would reach such a high point that few, 
if any, would pay it. It is for that reason that all rene^wable term 
contracts are limitc^d as to the number of renewals which may be 
effected. Where insurance is required for the whole of life, 
as is usually the case, any form of term insurance, and partic¬ 
ularly renewable term insurance, is therefore unsuitable. Even 
where the option of finally converting to a permanent plan at a 
high age is available, the cost of doing so will be such that the 
option will be unlikely to be exercised, and the result in many 
cases will simply be that the insured finds himself compelled to 
discontinue or greatly reduce his insurance protection, perhaps 
at the time when he needs it most. 

From the company's point of view renewable term insurance 
offers serious problems. Whether the policy is a yearly renew- 
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able term or provides for renewal at intervals at successively 
increasing premiums, there is bound to bo a strong selection 
exercised against the company at the time of renewal, and this 
selection will be increasingly great as the age and the renewal 
premium increase. The temptation to drop a policy which 
calls for increasingly greater premiums will cause many of those 
who remain in good health to fail to renew at the time a premium 
increase takes effect. On the other hand, the majority of those 
who are in poor health will almost certainly take advantage of the 
right of renewal, with the result that as time goes on the mortality 
experience among the surviving policyholders will be increasingly 
unfavorable. This result can, to some extent, be offset by 
adjustments in dividends if the policy is on a participating basis, 
but the policyholder must pay a relatively higher cost as com¬ 
pared with other forms of insurance. Where renewal is per¬ 
mitted to a high age, such as 65, this adverse selection may 
become serious, particularly on the yearly renewable tc^rm plan, 
and the company may be unable to avoid loss. This is not a 
theoretical situation as was illustrated by the history of the 
Provident Savings Society of New York, a company organized in 
1875 to sell insuranc^e exclusively on the yearly renewable term 
plan. For about 25 years the company was able to operate 
successfully, but by the end of that time the mortality experience 
had bec^ome so unfavorable^ through adverse selection on renewal 
that it was necessary to change the plan of operation. A few^ 
years later the company went out of business entirely. 

Notwithstanding this practical demonstration of the weak¬ 
ness of renewable term insuranc^e as a substitute for the regular 
level premium permanent plans, the public is constantly being 
told by self-styled insurance counsellors^^ that the only plan of 
insurance which should be considered is the renewable term plan. 
The fact is that that plan of insurance can be satisfactory only 
for a strictly limited period which does not extend to the higher 
attained ages. In such circumstances renewable term insurance 
has a definite value. Very few companies now offer renewable 
term insurance except on a strictly limited basis as to time and 
age, since to go farther is likely to result in loss. 
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There is some misunderstanding as to the attitude of life 
insurance companies on term insurance. The ^'counsellors” 
assert that the companies are opposed to term insurance under all 
circumstances. This is not the case. All companies offer a 
v^ariety of term policies, and as already indicated, issue a sub¬ 
stantial amount of insurance on the term plan. The attitude 
of the companies is that term insurance is suitable either (1) 
where the need for protection is purely te^mporary, which is often 
the case, or (2) where the applicant cannot immediately afford 
the necessary amount of insuranc^e on a permanent plan and is 
therefore compelled to use the cheaper term basis as a temporary 
measure, with the object of later conversion. The companies 
do not believe that term insurance is suitable for all purposes or 
that it can be used as a substitute for permanent insurance 
protection. 

There is also considerable misunderstanding in regard to the 
relative cheapness of term insurance as compared with whole life 
or endowment insurance. It should be clearly understood that, 
theoretically at least, no one form of policy is cheaper than 
^ another. The differences in premiums are due to the differences 
in what is purchased. Under practical conditions, in fact, the 
apparently cheaper policy, that is, the policy with the lower 
premium, may be and usually is the more expensive because of 
the relatively higher rate of expense involved in low-premium 
insurance. Apart from such considerations, differences in 
premium are accounted for by differences in the benefits provided 
by the policy. Compare, for example, a ten-year term policy 
with a ten-year endowment policy, each of $1,000 face amount, 
the respective annual premiums being, say, $12 and $95. In 
spite of the much lower premium the term policy provides about 
double the effective insurance protection as compared with the 
endowment policy. The latter has a substantial cash value 
(arising from the higher premium) which reaches the full face 
amount of $1,000 in ten years, so that the average "risk^^ to the 
company f.c., the real insurance involved is only about $500. 
In other words, the insured has purchased far less insurance if he 
takes the endowment policy rather than the term policy and thus 
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if death occurs during the ten years there will naturally be far less 
of a financial profit^' but the actual cost per $1,000 of actual 
net risk or protection is likely to be higher for the term policy than 
it is for the endowment. 


Specimen Premium Rates—Policy of $1,000 


Age at 

Ordinary 

Limited payment 
life 

Endowment 

Term 

5-year 

issue 

life j 

10 , 
' payment 

20 

payment 

10 

years 

20 

years 

converti¬ 

ble 


Non-participating policies (1939) 


20 

13.90 

38.82 

22.65 

94.62 

42.89 

8.19 

30 

18.21 

46.65 

27.36 

94.81 

43.41 

8.68 

40 

25.68 

57.89 

34.64 

95.80 

45.60 

10.85 

50 

38.75 

73.31 

46.14 

99.09 

51.87 

18.26 

60 

61.92 

94.20 

65.70 

107.49 

67.12 



Participating policies—low premiums 


20 

15.50 

37.81 

23.28 

93.78 

42.83 

10.21 

30 

19.77 

44.95 

27.85 

94.46 

43.76 

11.15 

40 

27.02 

55.27 

34.82 

95.17 

46.03 

13.28 

50 

40.23 

70.56 

46.50 

99.80 

52.56 

19.95 

60 

65.35 

94.12 

68.60 

111.23 

70.53 

40.43 


Participating policies—high premiums 


20 

19.21 

47.85 

29.39 

101.57 

48.48 

11.34 

30 

24.38 

56.18 

34.76 

103.22 

50.13 

12.80 

40 

33.01 

67.90 

42.79 

106.03 

53.49 

15.75 

50 

48.48 

84.99 

56.17 

112.15 

61.90 

23.51 

60 

77.69 

111.47 

81.60 

127.14 

83.41 

45.09 


It is sometimes claimed in support of term insurance that the 
insured can do better for himself by carrying the investment 
element of his insurance separately, carrying only the insurance 
element with the insurance company. The actual insurance 
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protection is likely to cost more rather than less than it would 
on a permanent plan. And few individuals are in a position 
to invest, or will invest, both regularly and safely relatively small 
amounts of money in such a way as to secure as satisfactory a 
result as the company can obtain with its far broader basis of 
investment. Under a separate investment plan the fund may 
show depreciation or loss in time of need, or the anticipated rate 
of interest may not be realiised, whereas with the company the 
investment is guaranteed and is always available if needed. 

The table on p. 55 shows specimens of premium rates charged 
for the principal classes of policies d(\s(^ribed in the foregoing 
pages. Premium rates for participating policies vary greatly, 
and the figures for such policies are merely illustrative and for the 
purpose of sbowdng the relative premiums for different types of 
policies. Dividends determine the actual cost. The rates for 
non-participating policies have been substantially increased in the 
last few y(^ars. 

(B) STANDARD FORMS OF ANNUITY CONTRACTS 

The principal forms of annuity contracts may be classified in 
two groups: (1) immediate annuities, and (2) deferred annuities. 

Immediate Annuities, —The word annuity,strictly speaking, 
means an annual j)ayment. An annuity has been defined as 
“a periodical payment to continue during a given status.” The 
status” may be, and usually is, the duration of a single life, in 
which case the annuity is called a life annuity or, more correctly, 
a single life annuity. The person during whose life the annuity 
is paid is called the annuitant. If the status is the duration of 
two or more lives, the annuity is called a joint and survivor 
annuity. This type of annuity is frequently referred to incor¬ 
rectly as a joint annuity. A joint annuity, strictly speaking, is 
one which ceases upon the occurrence of the first death among 
the lives involved—not the last, as is the case in a joint and 
survivor annuity. Joint annuities are very rarely issued, but 
joint and survivor annuities are common. From the insurance 
company's point of view the premium on a joint life insurance 
policy constitutes a joint annuity since it ceases on the first death. 
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All of these annuities are classed as immediate, that is to say, 
if they are payable annually the first payment is made 1 year 
after the date of purchase, the annuity being entered on'' 
immediately. If the annuity is payable semi-annually, quarterly, 
or monthly, the first payment is made in 6 months, 3 months, 
or 1 month, respectively, after purchase. The cost of an annuity 
is greater the more frequently it is payable, since the loss to the 
annuitant in the year of death is diminished and also because of 
expense and loss of interest to the company granting the annuity. 
Thus, for example, the right to receive $50 each 6 months, the 
first payment to be made in 6 months from purchase and the 
last payment being that immediately preceding death (the usual 
terms for an ordinary immediate life annuity), is more valuable 
than the right to receive $100 each year, the first payment in 
1 year. The holder of the former annuity gains 6 months' 
interest on $50 each year and will, also, receive an additional 
payment of $50 if his death should occur in the second rather 
than th(j first half of the (policy) year. 

Occasionally, but not usually, annuities are made '^apportion- 
able," i.e., with provision for a pro rata fractional payment at 
the date of death. This, of course, would necessitate an 
increase of the purchase price or ‘^premium," since premiums 
for the usual type of annuities (non-apportionable) are 
calculated on the assumption that there is no such pro rata 
payment to the estate of the annuitant. The extra cost would 
be the value of an inmrance of one-half the periodical payment, 
payable at death, since, on the average, death will occur halfway 
between two annuity payment dates. 

Refund and Cash Refund Annuities. —The fact that in the case 
of the regular immediate life annuity payments cease at the 
death of the annuitant, no matter how soon after purchase that 
may occur is sometimes regarded as a serious objection to that 
form of contract. In order to avoid the possibility of serious 
loss through early death, many companies issue refund and cash 
refund annuities. Under the refund annuity the company 
undertakes, in event of the early death of the annuitant, to con¬ 
tinue payment of the annuity provided for until total payments 
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equal to the purchase price have been made, the contract stating 
to whom any payments which may thus be due after the death 
of the annuitant shall be made. The cash refund annuity pro- 
vides that if the death of the annuitant occurs before payments 
totalling the purchase price have been made, the excess of the 
premium paid by the purchaser over the total annuity payments 
made by the company will be paid immediately in cash. Natu¬ 
rally these forms of annuity are more expensive than the ordinary 
life annuity. The additional benefit must be paid for and there¬ 
fore affects the annual yield of the annuity during the annuitant's 
lifetime. The table below shows the relative annual annuities 
obtainable under these different plans at the present time (1939) 
for a purchase price (premium) of $1,000. Prices vary, of course, 
between different companies. 


Annual Annuity Purchased by $1^000 
(Non-participating) 


Age 

Type of annuity 

Regular 

Refund 

Cash refund 

Male: 




50 

56.87 

51.38 

50.24 

60 

73.25 

61.64 

59.39 

70 

102.45 

77.33 

72.76 

Female: 




50 

51.40 

47.60 

46.79 

60 

63.95 

55.99 

54.39 

70 

85.65 

_ 1 

68.62 

65.44 


Since the object of purchasing an annuity usually is to obtain 
the highest possible income from one's capital, it would appear 
that guarantee provisions such as those described tend to defeat 
the true purpose of annuities. Nevertheless there seems to be 
an increasing tendency towards the purchase of refund annuities 
rather than regular annuities. The average purchaser evidently 
considers that he is getting a better bargain when he is sure that 
the company will pay back at least the amount paid in, and he is 
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willing to accept a lower income—and at the higher ages, a sub¬ 
stantially lower income—in order to secure that guarantee. 

Joint and Survivor Annuities, —Joint and survivor annuities are 
payable until the death of the last survivor of two or more 
persons. Usually the amount of the annuity is the same during 
the entire currency of the contract. In many cases a better 
arrangement would provide for a larger 3 deld or income while 
both (or all) annuitants are alive and this would be reasonable 
since the living expenses of one person are less than for two. 
Such an arrangement may be obtained by purchasing a com¬ 
bination of annuities as in the following example. 

On the basis of the rates at present in use by certain companies 
a husband and wife aged respectively 65 and 60 could purchase 
a joint and survivor annuity of $100 per month for a premium of 
$21,673.20. The same total amount could be applied in the 
purchase of three annuities, each for $38.96 monthly viz.: (1) an 
immediate life annuity to the husband; (2) a similar annuity to the 
wife and (3) a joint and survivor annuity. Under this arrange¬ 
ment, the income while both were living would be $116.88 monthly 
instead of $100, while after the first death the survivor would have 
an income of $77.92 monthly. 

Variations may be made along similar lines which will provide 
a greater or smaller reduction in income to the survivor. Some 
companies publish rates for such combinations with reduction to 
one-half or two-thirds of the original income, and frequently such 
a contract is preferable to the ‘‘straight” joint and survivor 
annuity. 

Temporary Annuities, —An immediate annuity which is to 
continue only until a specified number of payments have been 
made, or until prior death of the annuitant, is called a temporary 
life annuity. Comparatively few of these are issued. 

Deferred Annuities. —A deferred annuity is not entered upon 
immediately but commences after a stated period of years. 
Deferred annuities may be purchased either by single premium or 
by annual premiums payable during the whole or part of the 
period of deferment. In the simplest form of deferred annuity, 
nothing whatever is payable by the company if the annuitant 



60 


LIFE INSURANCE 


dies before the date upon which the first payment of the annuity 
is due. This fact, of course, enters into the calculation of the 
premium, and the possibility of loss by death is compensated by 
a correspondingly low rate of premium, the premiums being just 
sufficient to provide the annuity payments to those who survive. 
There is no ‘^forfeiture,” since the purchaser receives exactly 
what he pays for, but the popular distaste even for an apparent 
forfeiture renders such simple deferred annuities unattractive to 
most purchasers, and very few of them are issued. 

Deferred annuiti(\s are sometimes issued on more than one life. 
These deferred joint and survivor annuities are entered on at the 
end of the deferred period if either annuitant is living and continue 
thereafter until the death of the last survivor. 

Where an annuity is deferred, not for a period of years but 
until the death of a specified person (the “insured”), it is called 
a survivorship annuity and is, in fact, not really an annuity at all 
but a life insurance policy payable in the form of a life income 
instead of in a single sum. 

Retirement Annuities .—The unpopularity of the regular 
deferred annuity as a means of provision for old age has led to 
the development of a sp(H‘ial type of deferred annuity known 
variously as retirement anmdty, pension annuity, income bond, 
retirement income contract, etc. The g(‘m^ral basis of all such 
contracts is the accumulation at interest of the premiums paid, 
less expenses, and the application of the total accaunulations at 
the selecrted retirement age to the purchase on a specified basis of 
an immediate annuity beginning at that time. Such contracts 
provide for payment of a guaranteed cash surrender value at any 
time prior to the retirement age and usually also for payment 
of such cash value in event of death before the annuity begins. 
In some cases the payment in event of death is the cash value or 
the total amount of premiums paid if more, the latter being 
greater in the early years following issue. 

Because of commissions and expenses the company could not 
afford to pay at any time a cash value equal to the total premiums 
paid plus interest unless the rate of interest guaranteed were 
very low-lower than that actually earned—and the expenses 
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also very low. In practice the cash values guaranteed are 
usually based on the accumulation of the net premiums at a low 
rate of interest, and the (contract provides, in addition, for 
‘^dividends” consisting chiefly of excess interest earned over the 
rate assumed. Usually these dividends may be left with the 
company to accaimulate at a specified minimum rate of interest 
and upon maturity may be applied to increase the amount of the 
annuity or the accumulations maj" be drawn in cash. 

When the retirement age is reached the policyholder usually 
has the option of selecting either the total cash value at that 
time (the cash option) or an annuity. In the latter case he may, 
as a rule, select one of several types of annuity such as regular 
life annuity, nifuiid annuity (under which the company guaran¬ 
tees to make total payments at least equal to the cash option), or, 
sometimes, a life annuity with a guarantee of a stated number 
(such as 5 or 10) of years^ payments certain whether he lives or 
dies; sometimes also the right is given to select a joint and sur¬ 
vivor annuity on his own life and that of the beneficiary, who 
would usually be husband or wife. The annual amounts of the 
different annuities which may be selected are such as can be 
j)urchased on the basis specified in the contract at the attained 
age by the amount of the accumulations or ^^cash option.” 

In all cases the amount of income purchased under these 
special types of deferred annuity is less, and usually very much 
less, than could have been obtained for the same premium outlay 
under a regular deferred life annuity. That is because in the 
latter case the accumulated premiums of those who die before 
the retirement age are not paid out as a cash value or death 
benefit but are used to increase the annuities paid to those who 
survive. 

In recent years retirement annuities have attained great 
l)opularity. From the purchaser's point of view they offer (1) a 
method of investing comparatively small sums at an effective 
interest rate which has generally been higher than that obtainable 
on deposits in savings banks or other comparable forms of 
investment; (2) the option to apply the accumulations in the 
purchase of an annuity at a rate which is not only guaranteed 
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for the future but which (because of the absence of commission 
or expense in connection with the conversion) is lower than the 
regular price; and (3) as a result of these two features, a practi¬ 
cable and semi-compulsory plan for making definite provision 
for old age. The attractiveness of such contracts as a means of 
provision for old age has been increased in many cases by (1) 
offering them on a premium-unit basis {e.g.j in units of $100 
annual premium or $10 monthly premium) as well as on the usual 
annuity unit basis and (2) by giving the right to elect a change of 
the date at which the annuity is to commence, making it either 
earlier or later than that originally selected, with appropriate 
adjustments in its amount. 

From the company^s point of view these contracts involve 
some problems. They add materially to investment difficulties 
under such adverse conditions as have recently prevailed. If 
investment conditions improve there may be extensive with¬ 
drawals, and where a large volume of such business has been 
issued the question of keeping sufficient liquid funds available 
to meet all demands may become of importance. In addition 
the guarantee of a fixed rate of conversion of cash options into 
annuities at dates in the far distant future may very possibly 
lead to loss. The same possibilities of loss do not exist in the 
case of regular deferred annuities since in that case there is no 
option to take cash instead of an annuity, and therefore the 
element of selection against the company is absent. 

Participating Annuities. —In the past, most life annuities— 
other than the special retirement annuities referred to above 
which are almost invariably on a participating basis—have 
been non-participating,'^ t.e., have not provided for ‘‘divi¬ 
dends," even when issued by mutual companies. Owing to 
the fall in interest rates which has occurred in recent years 
some of the principal companies have decided to place their 
regular annuities on a participating basis. This means that 
instead of assuming in their premium calculations a rate of 
interest only slightly below that being earn^, a much lower rate 
will be used (together with modifications of the other factors 
involved), with the result that the amount of the guaranteed 
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annuity payments for any given purchase price will be sub¬ 
stantially lower than before and, of course, lower than where the 
annuity is on a non-participating basis. These payments will, 
however, be supplemented by dividends representing the 
excess of actual earnings over those assumed. From the pur¬ 
chaser's point of view there is both advantage and disadvantage 
in this arrangement. The advantage is that instead of having a 
definitely lower payment fixed according to adverse current 
conditions he will secure the benefit of any improvement in inter¬ 
est earnings or in other respects (mortality rate and expenses). 
On the other hand, the guaranteed income is definitely lower than 
it would be on a non-participating basis, and dividends will 
necessarily be of non-uniform amount so that the actual income 
will be fluctuating and, to that extent, uncertain. From the 
point of view of the company there is greater safety since provi¬ 
sion is made for a margin of unfavorable experience. 

The following table illustrates the difference in the amounts 
of immediate life annuities now (1939) obtainable on the partic¬ 
ipating and non-participating plans. 


Male Lives—Purchase Price $1,000 
Annual Annuity 


Age at 
purchase 

Noil- 

participating 

basis 

Participating basis 

Company A 

Company B 

50 

56.87 

55.06 

51.61 

60 

73.25 

70.41 

66.87 

70 

102.45 

97.60 

93.86 


Under the conditions existing at present the dividends on the 
participating contract should increase the total income to about 
the same as the non-participating rate. If conditions in future 
are less favorable than now the total income would be less on the 
participating plan, and if they are more favorable it would be 
greater. 

Annuities as an Investment. —Each payment of an annuity 
is made up partly of principal and partly of interest. The terms 
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upon which immediate life annuities can be granted are, neverthe¬ 
less, not particularly attractive from an investment standpoint 
unless the age of the proposed annuitant is not less than about 
fifty. Usually when annuities are purchased at younger ages 
the object is not to secure the greatest possible yield but because 
there is some special reason for the purchase, as, for example, 
under the terms of a will. 

The reasons why life insurance companies cannot offer very 
attractive terms for annuities at the lower ages arc: (1) that a 
conservative view both as to the interest rate and the mortality 
rate must be taken in relation to a contract which may continue 
50 years or more; (2) that part of the purchase price is necessarily 
spent in paying commission and expenses; (3) that the companies, 
with few exceptions, do not earn a high rate of interest on their 
funds; and (4) that the rate of mortality among annuitants is 
very low. Experience shows very clearly that those who buy life 
annuities are a superior class from the point of view of longevity, 
so that it is necessary to make a very conservative estimate 
as to the death rate to be expected. Mon'over, as annuity 
contracts may extend for many years in the future, a low rate of 
interest must be assumed in the calculation of premiums — some¬ 
what lower, in fact, than the company is actually earning. At 
higher ages the normally high death rate, even among this 
superior class of the population, is sufficient to enable the com¬ 
panies to offer a high yield because the principal itself is spread 
over only a short period of years. 

On account of the persistent drop in the rates of mortality 
which were found to prevail among annuitants, when an investi¬ 
gation was made in 1924 into the mortality among British 
annuitants, it was decided to construct a “projected'^ mortality 
table in which the future rather than the yast rates of mortality 
would be shown. In this way a considerable further improve¬ 
ment or lowering of the rate of mortality was provided for in 
advance. For life insurance, the use of tables showing a higher 
mortality rate than that actually experienced is a factor of safety, 
while for life annuities the reverse is the case. There is a general 
impression that, on account of the progressive lengthening of life, 
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the companies have, in general, lost money on annuity business. 
This is not necessarily so, since profit derived from earning a 
greater rate of interest than that assumed offsets the loss arising 
from low mortality. The trend of annuity premiums has been 
upward and will probably continue so. 

For persons without dependents a life annuity offers the best 
means of s(M^uring, with safety, the higlu'st income from their 
capital. As an individual cannot accurately predict the date of 
his death, he could not safely spend more than the interest on his 
principal. If he were to use a part of the principal each year to 
supplement his income he might miscalculate and eventually be 
left without an income. An insurance company can, however, on 
the basis of averages, pay him part of his principal each year 
as well as interest, since those who live longer than the average, 
and upon whom the company makes a loss, are offset by others 
who die before the entire principal has been paid out. This is, 
roughly, the prin(uj)le upon whicli annuity rates are calculated. 
Ill this way tln^ maximum income is obtained with complete 
security. 

A feature which, at present, gives additional attraction to life 
annuities in this country is that the annuity payments are sub¬ 
ject at first to federal income tax only to the extent of 3 per cent 
of the purchase price. For example, if an annuity of $900 per 
annum is purchased for $10,000, tax is payable only on $300. 
However, when the balance of $600 per annum amounts to 
$10,000 (f.c., in about 16 years) tax is thereafter payable on the 
full amount.^ 

(C) SPECIAL AND COMBINATION CONTRACTS 

In view of the wide variety of standard forms of life insurance 
and annuity contracts which are available, it might seem that 
there is little real need for additional special contracts. Such an 
opinion might be supported by the fact that all modern standard 
policy contracts contain liberal provisions which make them 
adaptable to changing circumstances and special needs. Among 
such provisions are those providing for change in the plan of 

^ Revenue Act, 1934. 
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insurance, for liberal cash surrender values, and for a wide variety 
of optional forms of income settlements in lieu of payment in a 
single sum. A very large? proportion of all insurance written is on 
the standard forms but practically all companies offer, in addition, 
contracts which are devised to provide for special needs or 
circumstances. 

While such forms of policies undoubtedly have a certain appeal 
and may, in some cases, meet requirements better than the 
standard forms, they are, on the whole, of doubtful advantage 
either to the company or to the policyholder. A special policy 
adapted to meet specific circumstances is likeJy to prove unsuita¬ 
ble if conditions change, and it may be difficult or impossible to 
make a change in the contract or to make a substitution for it on 
terms which are completely satisfactory to the policyholder. 
Many of these special policies are later changed to some standard 
type of insurance, which it would frequently have been better 
to take in the first place. From the company’s point of view 
special contracts are an additional expense which may not be 
justified by the volume of business transacted, and such forms 
undoubtedly cause a disproportionate amount of trouble in 
handling because of the special calculations involved and the 
greater frequency of changes. The various types of special 
contracts in use may be classified roughly into four groups: 

1. Life insurance policies payable primarily in the form of an 
income to the beneficiary rather than in a single sum; 

2. Combinations of life, endowment or term insurance, or of 
insurance and annuities in the same contract; 

3. Life insurance policies with premiums payable on an increasing 
scale; and 

4. Miscellaneous contracts, issued by a very few companies, 
some of which might be regarded as of a misleading or even 
an objectionable character. 

Life Insurance Policies with Income Settlement. —Two con¬ 
tracts providing for income settlements, the life income policy 
and the survivorship annuity policy, are issued by practically all 
companies. The life income policy provides for payment of a 
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life annuity of specified amount (usually payable monthly) 
to the beneficiary, commencing at the death of the insured, 
with the guarantee of a minimum number of payments cer¬ 
tain/^ The survivorship annuity provides the same form of 
benefit without the guarantee of payments certain. These 
contracts are suitable where the insured desires to provide 
an income of definite and predetermined amount during the 
whole lifetime of the beneficiary. This cannot be done by using 
insurance on a standard plan payable in a single sum, because 
the amount required to provide a specified life income to the 
beneficiary depends on the age of the beneficiary at the time 
the income commences and decreases as the age of the beneficiary 
increases. Thus, a life income policy or a survivorship annuity 
provides, in effect, a decreasing amount of insurance which is 
at its maximum at the time the policy is issued. 

Under the provisions for optional settlements in single-sum 
policies the insured or the beneficiary may elect to receive the 
proceeds in the form of an income, which may be either (1) for 
a specified period certain only, (2) for the lifetime of the bene¬ 
ficiary with a stated number of payments certain, or (usually) 
(3) a life annuity without payments certain. The first of these 
settlements provides an income of specified amount but not for 
life. The other two settlements provide an income for life but 
not for an amount which is specified at the original date of the 
contract since the income payable will depend on the age of 
the beneficiary at the time of the death of the insured. 

A life income policy has no ^Tace amount.'^ The effective 
amount of insurance, as already indicated, decreases from year to 
year although the premiums remain the same. When the insured 
dies the company will incur as a death claim the value of the 
income to be paid to the beneficiary, f.c., the capital sum needed 
to provide this income. This capital sum is sometimes called 
the ‘insurance value'' which is thus at a maximum at the time 
of issue and which decreases as the beneficiary grows older. No 
reference is made to this insurance value in the policy. It is 
simply the amount which the company will require to set aside 
to meet the income payments provided for in the policy. 
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In the case of a survivorship annuity, which is a life income 
policy without any payments certain, the insurance value is 
simply the value of a life annuity to the beneficiary at the date of 
death of the insured. A life income policy guarantees a definite 
number of years' income payments, usually 5, 10 or 20. The 
insurance value of a life income policy will therefore (consist of 
two parts: (1) the capital sum required to provide the specified 
number of payments certain, and (2) the amount required to 
provide for the continuation of these payments afteT all the 
guaranteed payments have been made if the beneficiary is still 
living. The amount of the first part, the value of the payments 
certain, will be the same irrespective of the age of the beneficiary. 
For example, if the income provided by the policy is SlOO 
monthly, and if the number of years' payments certain is 20, the 
(capital sum recpiired on a 3 % basis to provide these payments is 
$18,389. This amount, which is part of the insurance value, is 
generally called the ‘^commuted value" of the instalments cer¬ 
tain. The remainder of the insurance value which provides for 
continuation after the payments certain depends on the age of the 
beneficiary, this part of the benefit being, in fact, a deferred 
survivorship annuity commencing, in this case, 20 years after the 
death of the insured instead of immediately after his death. 

The life income policy may therefore be considered as a com¬ 
bination of (1) an ordinary life policy for the amount of the 
commuted value of the instalments certain and (2) a deferred sur¬ 
vivorship annuity of the amount of income provided by the 
contract. Cash and other surrender values, as well as dividends, 
arc generally based on the first of these two parts only, the 
deferred survivorship annuity being usually non-participating and 
having no cash value. Life income policies may be issued on the 
ordinary life plan, with premiums payable throughout the life¬ 
time of the insured, or on the limited payment plan, or on the 
endowment plan. A life income policy on the endowment plan 
would provide for payment of the specified income to commence 
either at the death of the insured if within the endowment period 
or at the maturity date, and in the latter case to continue for the 
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specified period certain and thereafter until the death of the last 
survivor of the insured and the beneficiary. These life income 
endowment policies are rarely issued, largely because of the high 
cost. In fact, all forms of life income contracts have been much 
less in demand since the optional forms of settlement became 
available in the regular standard forms. 

One disadvantage of the life income policy is that although the 
insurance value of the deferred survivorship annuity portion of 
the contract is decreasing, the premium for it remains the same. 
Eventually, if both the insured and the beneficiary survive, the 
value of the deferred payments (after the period certain) will 
become so small that it will not be worth while continuing pay¬ 
ment of the premium for them. Thus, if the beneficiary reaches, 
say, age 70, and the policy provides for 20 years’ payments 
certain, it is improbable that any payments will ever be made 
beyond the period certain. This is an inherent disadvantage of 
any form of contract under which a level premium is paid for a 
decreasing benefit. 

The simplest form of life income policy is, as has been indicated 
above, a survivorship annuity which provides an income of 
fixed amount to the beneficiary for life, commencing at the death 
of the person insured and without any guaranteed period what¬ 
ever. This is different from merely settling an ordinary life 
policy by the issue of a life annuity since in the latter case the 
amount of the income secured would not be a fixed amount but 
would depend on the beneficiary’s age at the death of the insured. 
Moreover an ordinary life policy is payable at the death of the 
insured whether the beneficiary named is then living or not, 
whereas the income under a survivorship annuity becomes pay¬ 
able only if the beneficiary is living at the death of the insured. 
For that reason the cost of the survivorship annuity is much 
lower. A survivorship annuity is really a life insurance policy 
and not an annuity policy as that term is generally understood.^ 

^ Survivorship annuities are sometimes called “reversionary^' annuities. 
The term ‘'survivorship" annuity is frequently applied erroneously to a 
"joint and survivor" or "last life" annuity. 
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Survivorship annuities, although in many cases the ideal 
form of insurance protection for dependents, and although much 
cheaper than regular life income policies, have never been 
popular. This is chiefly because, in the event of the death of 
the beneficiary before that of the insured, nothing whatever is 
payable and also because, if the beneficiary were to die soon 
after the insured, the amount received would be small in com¬ 
parison with the premiums paid under the policy. The unpop¬ 
ularity of the survivorship annuity is doubtless due to the failure 
of the average person to realize the nature and value of insurance 
protection and to the popular dislike of anything appearing to 
involve a forfeiture. 

Policies Combining Different Kinds of Insurance or Annuities. 

The principal contracts combining different kinds of insurance 
or annuities are the family income, family protection and insur- 
ance-with-annuity policies. 

Family Income Policy. —The family income policy is a com¬ 
bination of ordinary life and term insurance. It consists of 
(1) ordinary life insurance of, say, $1,000 and (2) decreasing term 
insurance covering a period of 10, 15, or 20 years, as selected, 
the amount of such term insurance in any year being sufficient 
to provide, when supplemented by interest on the ordinary life 
insurance, an income of $10 monthly beginning at the death 
of the insured and continuing for the remainder of the period of 
term insurance. The principal or face amount of the ordinary 
life insurance becomes payable when the monthly income ceases. 
Thus, if the original period selected was 20 years and if death 
occurs in the tenth year, the beneficiary receives an income of 
$10 monthly for the remaining 10 years with payment of $1,000 
at the end of that time. If death occurs at or after the end of 
20 years, the beneficiary receives merely the $1,000, the term 
insurance having expired. 

The family income policy has had an astonishing popularity. 
It has been adopted by numerous companies throughout the 
United States and Canada, and even in Great Britain, where 
American ideas as to life insurance are almost never accepted. 
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Obviously the advantages of such a contract are simply those 
of term insurance. The maximum benefit is obtained in event of 
immediate death, and the effective insurance decreases until the 
term insurance expires. The policy was intended chiefly for 
young married men unable to afford an adequate amount of 
insurance on a permanent plan. Provided the policy is properly 
understood there is, no doubt, something to be said for such an 
arrangement. It might be thought, however, that in the circum¬ 
stances described the applicant would be better advised to buy a 
much larger amount of convertible term insurance. Any form of 
insurance under which the benefit (effective insurance) decreases 
is apt to be objectionable unless the policyholder thoroughly 
understands what he has. In this t 3 rpe of policy the fact that the 
inc^ome to the beneficiary is for a temporary period which 
decreases by 1 year for each year the policy remains in force is 
vital. The policyholder may not understand that fact. Nor is 
the policyholder likely to realize the extreme improbability that 
the maximum benefit will become payable by the company. It is 
true that he pays no more than the cost of the protection that he 
receives, but there is evidently more than a chance that he may 
have a wrong impression of what the contract will provide. 
These considerations seem to render this form of policy of doubt¬ 
ful value. 

Family Protection Policy .—The family protection policy, like 
the family income policy, is a combination of whole life insurance 
and term insurance but without the decreasing insurance feature. 
It provides for payment beginning at the death of the insured, if 
that occurs within the period of term insurance, of an income 
for a fixed period of 10, 15, or 20 years, as selected, running 
from the date of death and not from the date of issue as in the 
family income policy, with payment of the face amount 
at the end of that time. If death occurs after the period of 
term insurance the benefit is the same as under the family 
income policy, viz., a single sum payment of the face amount. 
Naturally the premium is higher than for the family income 
policy since the term insurance benefit is greater. This con- 
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tract is not open to possible misunderstanding in the same 
way as the family income policy and therefore has been preferred 
by some companies. 

Insurance with Annuity. —The insurance-with-annuity contract 
is issued by many companies under various names, such as 
endowment annuity, retirement endowment, personal retirement 
policy. The policy provides for insurance of a stated amount in 
event of death before a specified age. Upon attainment of the 
specified age the insurance ceases, and the company commences 
to pay an annuity or, alternatively, pays the amount of the 
“cash option.’^ Prior to 1939 the amount of annuity provided 
by contracts of this type was usually $10 monthly for each 
$1,000 of the face amount of insurance. Such an annuity, at 
the ages at which these contracts mature, is more than could be 
purchased by the face amount of the policy. The policy might 
therefore be regarded as a combination of endowment insurance 
for the face amount maturing at the age specified, plus a deferred 
annuity for the difference between the annuity which could 
be purchased at the maturity age by the face amount and the 
total annuity guaranteed. 

From another point of view the policy is equivalent to a 
deferred annuity of the retirement type already described, 
supplemented by decreasing term insurance. The only difference 
between the two contracts is that under the retirement deferred 
annuity the benefit in event of death is the cash value, whereas 
under the insurance-with-annuity contract the benefit in event 
of death is the face amount (or the cash value, if greater—as 
explained below). 

Because the annuity benefit at maturity has a greater value 
than the face amount of the policy, it is evident that in the later 
years approaching maturity the total reserve value of the con¬ 
tract will exceed the face amount, and a feature of this type of 
contract, therefore is that in the later years the amount payable 
in event of death is the cash value, if that is greater than the 
face amount. 

Toward the end of 1938 many companies increased the rates 
charged for all types of annuities. The effect of this change. 
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so far as policies of this type are concerned, was to increase the 
amount of ^‘cash option” needed to provide the specified income 
and consequently to incircase the reserve, so that the duration 
at which the cash value equals the face amount of insurance, and 
therefore the period during which there is any effective insurance 
protection, is reduced. In order to maintain the insurance 
feature of the contract many companies revised these contracts so 
as to increase the face amount of insurance in relation to the 
amount of annuity. In some cases the insurance was increased to 
$1,250 and in others to $1,500 for each $10 of monthly income 
at maturity. The effect of this increase, of course, is to postpone 
the date at which the total reserve value of the policy will equal 
the amount of insurance. 

A contract of this type is exactly equivalent to an ordinary 
endowment policy of the same face amount maturing at the 
date at- which the cash value equals the amount of insurance, 
with the additional feature of accumulation at interest of the 
total ‘^’ash value” plus additional premiums paid from that 
date to the date when the annuity becomes payable. 

''Jliis is a type of contract which has little real merit or advan¬ 
tage. The relative amounts of insurance and annuity are 
arbitrary and under most circumstances the amount of annuity 
provided is too small in proportion to the amount of insurance. 

Policies Providing for Premium Payment on an Increasing 
Scale. —Contracts providing for premium payment on an 
increasing scale include modified life policies as well as some 
miscellaneous contracts. 

Modified Life Policies ,—The principle involved in modified 
life policies is a redistribution of premium payments. Insurance 
is for the whole of life, but the premium payable during the first 
few years—usually 5—^is only slightly greater than the rate for 
term insurance. Thereafter the premium is greater for the 
remainder of life than the premium which would be charged for 
whole-of-life insurance at the original age of issue but less than 
the rate at the attained age at the time of change. The value 
of these redistributed” premiums must be the same as that of 
the usual whole-of-life premiums. Such a contract is similar 
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to the term policy with automatic conversion, the difference 
being that a somewhat greater premium is paid during the 
preliminary ‘‘term” period, thus creating a small “reserve” 
which has the effect of reducing the attained-age premium for the 
remainder of life. 

Such policies have cash and other non-forfeiture values during 
the preliminary period, but, on account of the low premium 
payable, these values are necessarily small. The low limit for 
the premium during the first period is, of course, the term rate, 
and if only that rate were charged it would be necessary, there¬ 
after, to charge the full regular premium corresponding to the 
attained age. Sometimes the premium for the preliminary 
period is so calculated as to be one-half the premium payable 
thereafter, which will then be somewhere between the regular 
rates for whole-of-life insurance at the original and attained 
ages. Such a policy is sometimes incorrectly described as a 
“half-rate” policy. 

The principle of “redistributing” premiums in the manner 
described above can be, and occasionally is, applied to other 
forms of insurance as well as to whole-of-life insurance. 

Other Increasing Rate Policies ,—A few companies have adopted 
other types of policies under which the premium rate is on an 
increasing basis. These are sometimes called “economic adjust¬ 
ment policies.” They vary in detail but are all of the same 
general type. They are intended for persons who at present 
cannot afford the higher rates on permanent regular plans for an 
adequate amount of insurance but who hope to be better off 
financially in a few years. It is questionable if special policies 
of this type are preferable to regular convertible term insurance 
under which a larger amount of immediate protection could be 
obtained at the same cost—with, however, a greater cost later. 
They are in any case less adaptable to changing conditions. 

Other Miscellaneous Contracts. —The contracts discussed 
in the following paragraphs are issued by a few small companies. 
They are of a questionable character insofar as their true nature 
is likely to be misunderstood by the insured. In some states 
their use would not be permitted. 
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Guaranteed’-dividend Policies. —Guaranteed-dividend policies 
are non-participating contracts which contain provision for the 
payment of an annual “dividend'' of specified amount. Usually 
the policy contains a sheet of coupons for such dividends, resem¬ 
bling the coupons attached to bonds. In life insurance the term 
“dividend" means the policy's share in the divisible surplus 
earnings of the company, and the amount of such share cannot, of 
course, be accurately predicted at the date of issue of the policy. 
Guaranteed dividends, therefore, are not dividends at all but are 
simply an additional benefit for which an additional premium 
must be, and in fact is, charged. The reserve for such a policy 
would include the present value of future guaranteed dividends 
which are as much a part of the contract as the face amount of 
insurance itself. 

Policies Providing for Payment at Death of the Face Amount 
Plus Cash Value. —Because of misunderstandings regarding the 
true nature of level premium life insuran(;e and of the relative 
amounts of effective insurance protection under different forms of 
contract, it is sometimes asserted that the cash surrender value of 
a policy is forfeited to the company when death occurs, and the 
claim is made that the company, in addition to paying the face 
amount of insurance, should also pay the cash surrender value of 
the policy. This additional payment would be impossible under 
the usual forms, as is fully explained in the chapter dealing with 
reserves.^ Nevertheless, contracts have been issued, nominally 
on the ordinary life plan or some other standard plan, which 
provide for payment of both the face amount and the cash value 
in event of death. As in the case of guaranteed-dividend con¬ 
tracts, the additional payment over and above the face amount 
of insurance is an additional benefit in the form of increasing 
insurance for which an additional premium is necessary. It is 
possible to calculate a premium for a policy under which both the 
face amount and reserve are payable at death. The premium, 
however, is much greater than for a regular life policy since it 
provides a substantially greater amount of insurance. There is 
no theoretical objection to such a contract if anybody wants it, 

^ Chapter VI. 
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although it would be a very expensive form of insurance. The 
objection to it lies in the possibility of misrepresentation whereby 
the purchaser supposes that he is paying for a regular ordinary 
life or other standard policy and getting a substantial additional 
benefit included therein without additional cost. 

Policies Providing for Settlement at Death Involving an Appar¬ 
ently High Interest Rate. —These contracts contain a provision 
that the proceeds at the death of the insured may be left with 
the company and that interest will be payable during the life¬ 
time of the beneficiary at a rate—such as 6%—much higher 
than can normally be obtained or than is being earned by the 
company, together with payment of the proceeds at the death of 
the beneficiary. The policies of practically all companies provide 
an interest option with a guaranteed low rate of interest together 
with excess interest at such rate as is earned by the company. 
In other words, the interest payable is limited to actual earnings. 
Where the contract specifies a rate higher than the company is 
earning or expects to earn the additional interest is simply an 
additional benefit for which a premium is charged, the benefit 
in this case being in the form of a survivorship annuity. For 
example, if the policy specifies 6% for the option referred to 
and if the company assumes that it can earn 3 %, the additional 
benefit in the case of a $1,000 policy is a survivorship annuity 
of $30.00 per annum payable to the beneficiary after the death 
of the insured. The premium for such a contract would there¬ 
fore be greater than for a standard policy by the amount of the 
premium for the additional survivorship annuity. Here, again, 
there is nothing theoretically objectionable in the combination. 
The objection is the practical one that the insured probably thinks 
he is getting a investmentand does not realize that he is 
paying an extra premium for the additional income promised. 

Many years ago contracts of this character were commonly 
issued by some of the principal companies under such names as 
‘‘5% Gold Bond,’^ ‘^4% Debenture,‘^6% Consol.^’ Some 
of these contracts provided for payment of the interest rate 
specified during the lifetime of the beneficiary; others guaranteed 
the interest for a specified term of years. In the latter case the 



TYPES OF LIFE INSURANCE AND ANNUITY CONTRACTS 77 

policy was equivalent to a standard policy of a correspondingly 
larger amount, such amount being sufficient at the rate of inter¬ 
est which the company assumed it could earn to provide the 
amount of interest promised. For example, a “5% Gold Bond'" 
of nominal face amount of $1,000 was actually equivalent to 
about $1,200 or $1,300 of standard insurance. Premium rates, 
(;ash values, etc., were determined accordingly. 

Policies of the types described above and others having objec¬ 
tionable features have been disciouraged by most state authorities. 
In the majority of states it is necessary to obtain the approval of 
the insurance department before issuing any new policy form, and 
states in which such approval is required Avould undoubtedly 
refuse to permit the issue of any misleading or questionable form 
of policy. 

USES OF LIFE INSURANCE FOR BUSINESS PURPOSES 

The use of life insurance for various purposes by business firms 
and corporations has very greatly increased in recent years. 
There is no doubt that an insurance policy of substantial amount 
may be a very valuable assent to a business man. It is likely to 
increase his credit rating. When it has been long enough in force 
to have acquired a cash value, it is always available as collateral 
security and, through the customary loan clause, as a means of 
quickly and privately securing ready cash in times of stringency. 
This is a point of no small importance, as has been abundantly 
proved in the past. During the financial panic of 1907, when 
loans were practically unobtainable even on the best security, and 
when the rate of interest on such loans as were made rose to an 
unheard-of figure, the holders of life insurance policies were able 
to borrow—and many of them did borrow—at 5 or 6 per cent and 
upon demand. This source of credit undoubtedly saved many 
persons from financial ruin.^ 

^ For a few months in 1933, following the closing of all banks by the 
President of the United States, it was necessary, in the public interest, for 
state insurance authorities to declare a partial moratorium on loan values 
of life insurance policies in order to prevent serious and needless losses 
through forced sales of securities. This is the only exception on record to 
the complete availability of loan values at all times. 
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For individuals, the value of a life insurance policy as a means 
of making provision for payment of inheritance taxes is also 
very great, insurance being, in fact, the ideal method of providing 
for this liability. Inheritance taxes must be paid in cash, and 
the withdrawal of a considerable sum of cash from an active 
business, or the sale of securities at short notice, is very likely to 
cause some loss. This has happened notably in the case of some 
very large estates where the necessary realization of securities or 
other property has caused a substantial reduction in the amount 
of the estate. 

Life insurance is also useful to individual busint\ss men to 
provide against loss from the dc'ath of a debtor and for the pur¬ 
pose of safeguarding loans, particularly loans in which the clement 
of personal security is present. 

For partnerships and corporations, life insurance is of value 
for most of the purposes mentioiKui above and is now used 
much more than formerly for the purpose of paying out the 
interest of a deceased partner. In addition, corporations fre¬ 
quently desire protection against the loss which would result 
from the death of a valuable officer or employee. Many cor¬ 
porations take insurance on the life of the president of the cor¬ 
poration and sometimes on the lives of other officers or employees 
as well. Usually the reason for the insurance is the value of the 
services of the individual insured or the liability which may be 
created by his death. This value may lie in exceptional business 
ability, administrative capacity, or unusual knowledge, on the 
part of the individual insured, of the particular trade or industry, 
so that profits or even the business itself might be seriously 
affected by his loss. 

Corporations also sometimes find it convenient to use an 
endowment insurance policy on the life of a principal officer as a 
sinking fund, in order to provide a required sum of money, at 
a stated date, for the redemption of a bond issue or a mortgage 
where the ability of the corporation to repay the debt might be 
endangered by the death of the person insured. 

Prior to 1921, sums received by a partnership or corporation 
under policies of insurance paid at the death of the person insured 
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were considered as income and were subject to the federal income 
tax. Under the present law, however, proceeds of such insurance, 
irrespective of whether the payee is an individual or a partnership 
or corporation, are not subject to income tax. This is, no doubt, 
one rea.son for the very great inerca.se in the use of life insurance 
for business purposes. 
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THE MORTALITY TABLE 

" In order to understand many of the important practical ques¬ 
tions which arise in life insurance some knowledge of theory is 
essential. The basis of the tlieory of life insurance is tlu^ mortal¬ 
ity table. The mortality table has been definc^d as ^Hhe instru¬ 
ment by means of which are measured the probabilities of life and 
death.A mortality table is merely a record of past experience, 
and the use of a mortality table as a basis for calculating life 
insurance premiums involves the assumption or ^^expectation” 
that the experience of the future will duplicate that of the past. 
Naturally this assumption will not be realized. Because of the 
progressive increase in the average duration of life the rates of 
mortality experienced in the future will normally be lower than 
those of the past. Where large numbers are involvcKi, future 
experience may be very closely estimated because change in 
mortality rates is slow, and such rates, when applied to large 
numbers are fairly stable. It is not at all necessary for the suc¬ 
cessful operation of a life insurance company that the mortality 
experience be capable of being predicted. All that is necessary is 
that the rates of mortality used for calculating premiums be safe. 
The common idea, that an attempt is made to foretell the future, 
is quite erroneous. 

. Construction of Mortality Tables. —A mortality table is simply 
a record of the death rates which have been experienced during a 
certain period and among a certain (Jass of persons in the past. 
If a life insurance company desired to make an estimate of the 
number of its policyholders who would die within a stated period, 
say 1 year, it could make use of its own past experience in the 
following manner. A schedule could be drawn up showing for 
the previous year the total number of persons insured in the com- 
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pany grouped according to attained age and also the number who 
had died at each age. Tliis schedule would commence at the 
earliest age at which insurance is granted and might extend to 
age ninety or more. The numbers dying at each age could then 
be conveniently expressed as a proportion of the numbers of that 
age who were ^'at risk’’ during the year, so many per hundred or 
per thousand insured, and these proportions would provide a 
means of estimating the number of future claims, since they could 
be applied to the numbers at risk during the given year, if these 
numbers were similarly arranged.^ 

It would be better to base th(ise ^‘proportions dying” on the 
exj)erien(H> ot several years instead of on the experience of a 
single year, as it would tend to eliminate the accidental fluctua¬ 
tions of individual years which would certainly be found in the 
experience of a single company during a single year. The sched¬ 
ule showing past experience would appear in part as follows: 


Mortality Experienc^e—Year 1938 


•Age 
in 1938 

Number 

insured 

Number of 
deaths 

Number of 
deaths per 

1,000 insured 

15 

20 



16 

60 

1 

16.7 

17 

100 



18 

250 

1 

4.0 

19 

! 418 

2 

4.8 

20 

1,020 

3 

2.9 

Etc. 

Etc. 

Etc. 

Etc. 


If the experience of more than 1 year were to be used, the 
“number insured” would, of course, have to correspond with the 

^ In calculating these proportions it would, of course, be necessary to 
make allowance for the fact that some of the lives insured were not *^at 
risk” for the whole year. For example, those taking insurance during the 
12 months under consideration would, on the average, be insured for only 
6 months. Others, who lapsed their policies, were “exposed” only for part 
of the year, and so on. This refinement, however, can be ignored for our 
present purpose. 
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number of years adopted. In technical language, the deaths 
during the whole period would have to be compared, not with 
the number of persons insured, but with the number of years^ 
“exposure to risk” of death. Thus if the table were based on 
the experience of five years instead of one, the deaths at each age 
during the five years would have to be compared with the total 
exposure at that age so that a person who was insured during the 
whole time would count as five instead of one. 

The figures in the last column, headed “Number of deaths 
per 1,000 insured,” show the “rate of mortality” among the 
lives insured in the company in question during the period 
covered. Since this tabulation is for only one year these figures 
are very rough because of accidental fluctuations due to small 
numbers. The longer the period observed the smoother—from 
age to age—wall these observed rates of mortality be. 

The rate of mortality at any age is, therefore, defined as the 
proportion of persons of that age who die in a year. This 
proportion may be, and usually is, expressed ^^per thousand,” 
Ss ^'4 per thousand” at age eighteen in the above illustration, but 
it can be expressed in terms of other numbers such as per hundred 
or per hundred thousand living. Thus, mortality rates from 
specified diseases are usually expressed “per hundred thousand” 
living because such rates are, of course, much smaller than the 
total rate from all causes of death. In theoretical work the rate 
of mortality is usually quoted on k unit basis; e.g.^ “4 per thou¬ 
sand” would become 0.004. 

If it is now desired to ascertain the “probable” number of 
deaths in the coming year, this may be done by arranging a 
schedule similar to that given above, showing the number of 
persons insured this year at each age attained and multiplying 
the number at each age by the previously ascertained death rate 
per thousand. This is approximately the process by which life 
insurance companies ascertain the so-called ‘^expected deaths.” 
In the same way the “expected claims” are obtained by multi¬ 
plying the total amounts of insurance at each attained age by the 
rates of mortality. In practice it is usual, to make use of a 
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standard table of niortalit}^ rather than a set of mortality rates 
based upon the company’s own experience. The standard 
table to bo used will normally be the one used in coniputing 
premiums and reserves. 

It should bo noted i)articularly that the ^'expected deaths” or 

expected claims” arc simply those which would occur if the 
company’s mortality experien(;e should coincide with the stand¬ 
ard table used. For the reasons already explained this is not 
at all likely to happen and is certainly not ^'expected.” These 
expressions therefore have a purely technical significance. 

The American Experience Table. —The table shown on page 
84 is the American Experience Table of Mortality. It was 
constructed more than 70 years ago from the experience of the 
Mutual Life Insurance Company of New York during a period 
of about 20 years. Although it is no longer an accurate measure 
of mortality rates, particularly at the lower ages, it has been for 
many years, and still is the basis for the calculation of premiums 
and reserves for participating policies in most of the life insur|ince 
companies in this country.^ 

The column headed *^Rate of mortality” is the fundamental 
column. The three other columns are derived from it. They are 
subsidiary columns and are given only for convenience. The 
table commences at age ten, the rate of mortality per thousand 
at that age being 7.49, or nearly 7^^ per thousand. This means 
that, according to this experience, about 7 or 8 deaths may be 
expected to occur in a year out of 1,000 lives at age ten, the 
average over a period of years being 7.49. The rate of mortality 
increases with age, very gradually at first but at an accelerating 
pace.^ At age twenty-four the death rate has increased to 8 per 
thousand, at thirty-six to 9 per thousand, at forty-one to 10 per 
thousand, at fifty-six to 20 per thousand, and so on, increasing at 

^ The reasons why a more up-to-date table is unnecessary will be explained 
later. 

* In a table showing mortality rates from birth (age *‘0”) the rates show 
a marked decrease for some years before beginning to increase. The point 
of lowest mortality is about age 10 or 11. 
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Number 

living 

Num¬ 

ber 

dying 

Number 
dying per 
1,000. 
Rate of 
mortality 

Average 
future 
lifetime 
("Ex¬ 
pecta¬ 
tion of 
Hfe”) 

Age 

Number 

living 

1 

Num¬ 

ber 

dying 

Number 
dying per 
1,000. 
Rate of 
mortality 

Average 
future 
lifetime 
("Ex¬ 
pecta¬ 
tion of 
life”) 

10 

100,000 

749 

7.490 

48.72 

1 

64,563 

1,199 

18.671 

17.40 

11 

99,251 

746 

7.516 

48.09 

56 

63,364 

1,260 

19.885 

16.72 

12 

98,505 

743 

7.543 

47.45 

57 

62,104 

1,325 

21.335 

16.05 

13 

97,762 

740 

7.669 

46.80 

58 

60,779 

1,394 

22.936 

15.39 

14 

97,022 

737 

7.596 

46.16 

50 

59,385 

1,468 

24.720 

14.74 

15 

96,285 

735 

7.634 

45.51 

60 

57,917 

1,546 

26.693 

14.10 

16 

95,550 

732 

7.661 

44.85 

61 

56,371 

1,628 

28.880 

13.47 

17 

94,818 

729 

7.688 

44,19 

62 

54,743 

1,713 

31.292 

12.86 

18 

04,089 

727 

7.727 

43.53 

1 

53,030 

1,800 

33.943 

12.26 

19 

1 93,362 

725 

7.765 

42.87 

1 

51,230 

1,889 

36.873 

11.67 

20 

92,637 

723 

7.805 

42.20 

1 

49,341 

1,980 

40.129 

11.10 

21 

91,914 

722 

7.855 1 

1 41.53 

66 

47,361 

2,070 

43.707 

10.64 

22 

91,192 

721 

7.906 

40.85 

67 

45,291 

2,158 

47.647 

10.00 

23 

90,471 

720 

7.958 

40.17 

68 

43,133 

2,243 

52.002 

9.47 

24 

89,751 

719 

8.011 

39.49 

69 

40,890 

2,321 

56.762 

8.97 

26 

89,032 

718 

8.0G5 

38.81 

70 

38,569 

2,391 

61.993 

8.48 

26 

88,314 

718 

8.130 

33.12 

71 

36,178 

2,448 

67.665 

8.00 

27 

87,596 

718 

8.197 

37.43 

72 

33,730 

2,487 

73.733 

7.65 

28 

86,878 

718 

8.204 

36.73 

73 

31,243 

2,505 

80.178 

7.11 

29 

86,160 

719 

8.315 

36.03 

74 

28,738 I 

2,501 

87.028 

6.68 

30 

85,441 

720 

8.427 

35.33 

75 

26,237 

2,476 

94.371 

6.27 

31 

84,721 

721 

8.510 

34.63 

76 

23,761 

’ 2,431 

102.311 

5.88 

32 

84,000 

723 

8.607 

33.92 

77 

21,330 

2,369 

111.064 

5.49 

33 

83,277 

726 

8.718 

33.21 

78 

’ 18,961 

2,291 

120.827 

6.11 

34 

82,551 

729 

8.831 

32.50 

79 

16,670 

2,196 

131.734 

4.75 

35 

81,822 

732 

8.946 

31.78 

I 80 

14,474 

2,091 

144.466 

4.39 

86 

81,090 

737 

9.089 

31.07 

81 

12,383 

1,964 

158.605 

4.05 

87 

80.353 

742 

9.234 

30.35 

82 

10,419 

1,816 

174.297 

3.71 

88 

79.611 

749 

9.408 

29.63 

83 

8,603 

1,648 

191.661 

3.39 

39 

78,862 

756 

9.686 

28.90 

84 X 

6,955 

1,470 

211.359 

3.08 

40 

78,106 

765 

9.794 

28.18 

85 

5,485 

1,292 

235.550 

2.77 

41 

77,341 

774 

10.008 

27.45 

86 

4,193 

1,114 

265.681 

2.47 

42 

76,567 

785 

10.252 

26.72 

87 

3,079 

933 

303,020 

2.18 

43 

76,782 

797 

10.517 

25.99 

88 

2,146 

744 

346.692 

1.91 

44 

74,985 

812 

10.829 

25.27 

89 

1,402 

555 

395.863 

1.66 

46 

74,173 

828 

11.163 

24,54 

90 

847 

885 

454.545 

1.42 

46 

73,346 

848 

11.662 

23.81 

91 

462 

246 

532.468 

1.19 

47 

72,497 

870 

12.000 

23.08 

92 

216 

137 

634.259 

.98 

48 

71,627 

896 

12.509 

22.35 

93 

79 

58 

734.177 

.80 

40 

70,731 

927 

13.106 

21.63 

94 

21 

18 

857.143 

.64 

50 

69,804 

962 

13.731 

20,91 

95 

3 

3 

1,000.000 

.50 

61 

68,842 

1,001 

14.641 

20.20 

96 

0 




52 

67,841 

1,044 

15.389 

19.49 






63 

66,797 

1,091 

16.333 

18,79 






64 

65,706 

1,143 

17.396 

18.09 
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a more and more rapid pace until in the final year following 
attainment of age ninety-five it is 1,000 per thousand, everyone 
who has so far survived dying in that year. 

The columns headed ^^Number living'^ and ‘^Number dying” 
were constructed from the rates of mortality by commencing 
with an arbitrary number (the radix”) as a starting point at 
the lowest age. It is obvious, of course, that 100,000 insured 
lives all ten years of age did not exist, nor could such a group, 
even if it had existed, be traced from year to year until all had 
died, since many would be lost sight of before death. In pre¬ 
paring the table little or no data were available at extremely , 
low ages. The death rates at tln^se ages were actually obtained 
by a mathematical process from the death rates at higher ages. 
The first number in the Number dying” column is obtained 
by applying the rate of mortality at age ten to the number living. 
Applying the ^^rate per thousand,” 7.49, to the number living, 
100,000, gives 749, the number wdio die before reaching age 
eleven out of 100,000 living at age ten. Deducting 749 from 
100,000 gives tlie number who complete 1 year, 99,251. In the 
same way, by using the rate of mortality at age eleven, it is 
found that the number out of these 99,251 survivors who die 
between eleven and twelve is 746, and consequently the numbei 
who attain age twelve is 98,505. Proceeding in this way the 
first two columns can be completed. 

The figures in the “Number living” and “Number dying” 
columns are meaningless in themselves, since by altering the 
number of lives with which the table starts at the lowest age, all 
of the other figures in these two columns would be changed. 
This shows again, and more clearly, that the “rate of mortality” 
is the basis of the table. The numbers living and dying, how¬ 
ever, give useful information when used in combination. Thus, 
for example, out of 84,000 persons thirty-two years of age, 67,841 
reach age fifty-two. By a simple arithmetical operation, there¬ 
fore, the “probable” number of survivors at the end of 20 years 
out of any other number living at age thirty-two can be ascer¬ 
tained. Thus the “probable,” or “expected,” number of sur¬ 
vivors at the end of 20 years, according to this table, out of 
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1,000 persons now all thirty-two years of age is 67,841/84,000 
of 1,000, or 808. Similarly, innumerable other questions of lik(^ 
nature which have a bearing on life insurance calculations can 
be answered. In using such words as probable” or expected ” 
in this connection it must be clearly understood that no attempt 
is being made to forecast the future. The meaning merely is 
that if the experience of the past is repeated in the future— 
which is very unlikely to be exactly the case—the number of 
survivors will be that indicated. 

Expectation of Life. —The last column on page 84 is headed 
“Average future lifetime” or ‘‘Expectation of life.” The figures 
given in that column are of no use whatever in life insurance 
work, and were it not that the reverse is popularly supposed to 
be the case, it would not be worth while discussing them. It is 
a common belief that life insurance companies calculate their 
premiums by taking the “expectation of life” as a basis for 
estimating when, on the average, policies will become payable. 
It will be shown in a later chapter that life insurance premiums 
are not calculated in that way. The term “expectation of life” 
fs, in fact, a misnomer. One might reasonably suppose that the 
expectation of life” at any given age should be the number 
of years that a person of that age is likely to live according 
to the table, and this meaning is very commonly applied to it. 
The “expectation of life” is, as a matter of fact, not the most 
probable future lifetime. The real meaning of the “expectation 
of life” is the “average future lifetime.” It might seem that the 
“average future lifetime” is the same thing as the “most likely 
future lifetime,” but that is not by any means the case. This 
will be clear from consideration of an illustration of a different 
kind. Suppose five persons are each to be given a sum of money 
and that the sum of money is to be $1 for each of four of them, 
selected at random, and $1,000 for the fifth. The average sum 
which will be received by the five persons is a little over $200; 
the most probable amount to be received by any one of them is 
$1 since there are only two possible amounts and there are 
four chances of getting $1 to one of getting $200. The question 
as to the meaning of the “expectation of life” is of precisely the 



“Probable Future Lifetime” and '‘Expectation of Life” American 
Experience Table 


Age 

"IVobable 

future 

lifetime” 

1 

"Expecta¬ 
tion of 
life” 

Age 

"Probable 

future 

lifetime” 

"Expecta¬ 
tion of 
life” 

10 

63.5 

48.7 

55 

18.6 

17.4 

11 

62.5 

48.1 

56 

17.6 

16.7 

12 

61.5 

47.5 

57 

16.6 

16.1 

13 

60.5 

46.8 

58 

16.6 

15.4 

14 

59.5 

46.2 

59 

14.5 

14.7 

15 

58.5 

45.5 

60 

13.5 

14.1 

16 

57.5 

44.9 

61 

12.5 

13.5 

17 

56.5 

44.2 

62 

11.6 

12.9 

18 

55.5 

43.5 

63 

10.5 

12.3 

19 

54.5 

42.9 

64 

9.6 

11.7 

20 

53.5 

42.2 

65 

8.5 

11.1 

21 

52.5 

41.5 

66 

7.5 

10.5 

22 

51.5 

40.9 

67 

6.6 

10.0 

23 

50.5 

40.2 

1 ^ 

5.5 

9.5 

24 

49.5 

39.5 

1 60 

4.5 

9.0 

25 

48.5 

38.8 

70 

3.5 

8.5 

26 

47.5 

38.1 

71 

2.5 

8.0 

27 

46.5 

37.4 

72 

1.6 

7.0 

28 

45.5 

36.7 

73 

.6 

7.1 

20 

44.5 

36.0 

74 

.6 

6.7 

30 

43.5 

35.3 

76 

.5 

6.3 

31 

42.5 

34.6 

76 

6 

5.9 

32 

41.5 

33.9 

77 

.6 

5.6 

33 

40.5 

33.2 

78 

.5 

5.1 

34 

39.5 

32.5 

79 

.5 

4.8 

35 

38.5 

31.8 

80 

.6 

4.4 

36 

37.5 

31.1 

81 

.5 

4.1 

37 

36.5 

30.4 

82 

.6 

3.7 

38 

35.5 

29.6 

83 

.6 

3.4 

30 

34.5 

28.9 

84 

.6 

3.1 

40 

33.5 

28.2 

85 

.5 

2.8 

41 

32.5 

27.5 

86 

.6 

2.5 

42 

31.5 

26.7 

87 

.5 

2.2 

43 

30.5 

26.0 

88 

.5 

1.9 

44 

29.5 

25.3 

80 

.6 

1.7 

45 

28.5 

24.5 

00 

.5 

1.4 

46 

27.6 

23.8 

01 

.6 

1.2 

47 

26.5 

23.1 

92 

.5 

1.0 

48 

25.5 

22.4 

03 

.5 

.8 

49 

24.5 

21.6 

04 

.6 

.6 

50 

23.5 

20.9 

05 

.5 

.6 

51 

22.5 

20.2 




52 

21.5 

19.5 

' (It 18 assumed that death takes place, 

53 

20.5 

18.8 

i on the average, in the middle of the 

54 

19.6 

18.1 

year of death.) 



87 





88 


LIFE INSURANCE 


isame nature. Instead of dollars, years of life are involved. 
The illustration shows that the average number of years to be 
received (z.e., lived) in the.future is not necessarily the same 
thing as the most likely number. This will be made still clearer 
by referring again to the mortality table. At age thirty the 

expectation of life,’’ i.e,, the total number of years of life to be 
lived in future by all of the 85,441 persons divided equally 
among them, is 35.33 years. If the ^'Number dying” column 
is examined it is found that out of these 85,441 persons living 
at age thirty, a larger number die between ages seventy-three 
and seventy-four than in any other year, the number dying in 
that year being 2,505. Therefore, according to the table, the 
most probable year of de^ath for a person thirty years of age (or, in 
fact, any age less than seventy-four) is the year between ages 
seventy-three and seventy-four, and therefore the most likely 
future lifetime of persons aged thirty is not 35.33 years but about 
43 years. The table on page? 87 shows the most probable future 
lifetime at each age compared with the ^'expectation of life.” 
It will be seen that according to the American Experience Table, 
fthe "most probable future lifetime,” up to nearly age sixty is 
greater than the "expectation of life” and thereafter it is less. 
Neither function, however, is of any practical value in life insur¬ 
ance calculations, and conclusions based upon them by those 
without adequate knowledge are likely to be misleading if not 
entirely erroneous. 

Mortality Tables Based on Population Statistics. —From 
the description which has already been given of the procedure 
used in constructing a table of the rates of mortality from the 
experience of a life insurance company, it will be seen that a 
mortality table could be constructed on similar principles from 
other records than those of life insurance companies. For exam¬ 
ple, important mortality tables have been based on the experience 
of the general population. In these tables, the "number of lives 
insured ” is replaced by the number of persons living, these num¬ 
bers being obtained from the census records. The numbers of 
deaths at each age are obtained from the official records of deaths, 
and the rate of mortality at any age is calculated as before by 
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dividing the nvimber of deaths by the number living. Such a 
table would, of course, be quite unsuitable for use by a life insur¬ 
ance company. Insured lives form a ^^select ” group, from which, 
originally, those lives subject to abnormally high rates of mor¬ 
tality have been eliminated by medical examination and by 
other means of selection. The population table, on the other 
hand, is the experience of a large non-select group which include\s 
many persons in bad health, many engaged in unhealthful 
occupations, and others who would, for one reason or another, 
be ineligible for life insurance. It is, therefore, to be expected 
that the rates of mortality in a table constructed from population 
records will be higher, age for age, than the rates of mortality 
in a table based on the experience of an insurance company.^ 

The rates of mortality among the general population in certain 
parts of this country are shown in the United States Ijife Tables 
which are prepared periodically by the Census Bureau of the 
government. Up to 1910 these tables were based on the census 
and death records of the original registration states only, which 
are nearly all in the northeastern section of the country. The 
most recent tables cover a wider area. A mortality table based 
on the census and deaths of the whole country would not be of 
great value, even if all the figures necessary were available, since 
different sections of the country exhibit very different rates of 
mortality. For example, in some of the southern states the 
rate of mortality is much greater than it is in certain northern 
states. Consequently, a table based on the whole country would 
be inapplicable for many purposes and might be misleading. 

^ At very high ages, however, the rate of mortality in a population table 
sometimes falls below the rate of mortality in an insurance table. This is 
because those in the general population who attain very great age are the 
survivors of the best classes. All the weaklings, the uninsurable, and the 
unfit generally have died, leaving only the best and strongest to survive. 
In insurance companies, however, many of the best lives among those 
who have not died give up their policies before reaching old age, while those 
whose health has deteriorated tend to retain them, thus causing an artificial 
increase in the rate of mortality at very high ages. Another reason is found 
in the exaggeration of ages which undoubtedly exists to a considerable 
extent at the high ages in the census figures. 
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The United States Life Tabl(\s contain separg,te tabulations 
in respect of male and female lives, each being further subdivided 
to show the rate of mortality among white persons and colored 
persons, among native born and foreign born, and among those 
residing in cities and those residing in rural districts. 

Generally speaking, the rate of mortality is lower among 
females than among males. It is lower among white persons 
than among colored persons. In fact, the rate of mortality 
among colored persons is almost double that among whites for 
the greater part of life. The rate of mortality is lower in rural 
districts than in cities, although this may be partly because of a 
greater overstatement of ages among old persons in rural dis¬ 
tricts. The rate of mortality among foreign-born persons is 
lower from about twenty to forty than it is among native born, 
probably because these are the ages at which most immigration 
takes place but in view of restrictions which have been placed on 
immigration in recent years this difference will tend to disappear. 
The superiority of native-born persons asserts itself after the 
effects of this artificial selection have worn off. 

Select Mortality Tables.—If a life insurance company insures 
a group of 1,000 persons, all of whom are thirty years of age, 
the number of deaths to be expected among that group in the 
first year of insurance will be less than the number to be expected 
in another group of 1,000 lives who are, also, all thirty years of 
age but who have been insured for some years. That is because 
those in the former group have just undergone a medical examina¬ 
tion and are, therefore, nearly all free from disease, while in the 
latter group some time has elapsed since the medical examination, 
and there has been opportunity for diseases to develop which will 
increase the rate of mortality. To put the matter in another 
way, there will be a lower death rate among persons aged thirty 
who were insured this year than among persons now aged thirty 
who were insured 1 year ago at age twenty-nine, and fewer still 
than among persons now aged thirty who were insured 2 years ago 
at age twenty-eight, and so on. Recognition of the importance 
of this principle in life insurance calculations has led to the use, 
for certain purposes, of ‘‘select’^ mortality tables. A select 
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mortality table, strictly speaking, is one which shows the experi¬ 
ence at each age among persons all of whom have been insured 
for the same length of time. Thus a complete select table would 
simply consist of a set of ordinary mortality tables, one for each 
age at which insurance is issued and showing rates of mortality 
at that and all higher ages, each table being of the same nature 
as those already described. While, however, a lower mortality 
may be found among persons of a given age who have been 
medically examined within a few years than among persons of the 
same attained age not so recently examined, the difference 
between these two groups gradually diminishes with the lapse 
of time until no difference exists. When about 5 years have 
(^lapsed since selection, the rate of mortality among the survivors 
is not much affected by the time elapsed since medical examina¬ 
tion, and practically the same number of deaths is to be expected 
thereafter in each equal group of the same attained age. Thus, 
two groups of persons, one formed from the survivors of those 
who insured 20 years ago at age twenty, and the other from the 
survivors of those who insured 15 years ago at age twenty-five 
(all the members of each group being, therefore, of the same 
attained age), would in all probability show about the same rate 
of mortality. This is technically expressed by saying that 
“the effect of selection has worn off.” 

v' A “select mortality table” is one which shows the rates of 
mortality, not only according to attained age but also according 
to time elapsed since date of insurance (medical examination). 
The Table on page 92 is an extract from a select mortality Table, 
the “American Men” table. 

For example, among lives medically examined at age twenty 
the death rate, according to this table, is only 2.73 per thousand in 
the first year. The rate increases gradually, being 3.59 per 
thousand in the second year, 3.80 in the third year, 3.96 in the 
fourth year, 4.13 in the fifth year, and 4.31 per thousand in the 
sixth year. After the fifth year the rate of mortality is the same 
among the survivors as among any other group of lives of the 
same attained age who have been insured more than 5 years, 
irrespective of the age at date of insurance. Thus, according to 
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the table, those who were insured at age fifteen and are now 
twenty-five and those who were insured at age twenty and are 
now twenty-five are subject to the same death rate, 4.31 per 
thousand. The rates in the last column show the ^Uiltimate” 
rate of mortality by attained age. Select tables, although 


“American Men” Mortality Table—Select and Ultimate Hates 
OP Mortality per 1,000^ 


Age 

at 

issue 

Year of insurance 

Age 

attained 

1 

2 

3 

4 

5 

6 and 

over 

15 

2.47 

3.24 

3.41 

3.55 

3.72 

3.92 

20 

16 

2.52 

3.31 

3.48 

3.63 

3.82 

4.02 

21 

17 

2.56 

3.37 

3.55 

3.73 

3.92 

4.12 

22 

18 

2.61 

3.44 

3.64 

3.81 

4.00 

4.18 

23 

19 

2.66 

3.52 

3.72 

3.89 

4.07 

4.25 

24 

20 

2.73 

3.59 

3.80 

3.96 

4.13 

4.31 

25 


2.78 

3.66 

3.86 

4.01 

4.18 

4.35 

26 


2.83 

3.72 

3.91 

4.06 

4.21 

4.39 

27 


2.86 

3.76 

3.96 

4.08 

4.24 

4.41 

28 

24 

2.91 

3,80 

3.99 

4.11 

4.26 

4.43 

29 

etc. 

etc. 

etc. 

etc. 

etc. 

etc. 

etc. 

etc. 


1 Based on the experience of life insurance companies of the United States from 1900 to 
1015. 


theoretically correct for all purposes, are not commonly used for 
the principal calculations of insurance companies because of the 
complications which would be involved as well as for other 
reasons. It is true, however, that such tables are the most 
correct measure of the death rates to be expec.ted among insured 
lives. 

Ultimate Tables. —The American Men Select Mortality 
Table is the most recent combined experience of insurance com- 
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panies in the United States to be used as a basis for premium 
rates and reserves.^ The ^‘ultimate'' rate of mortality, t.c., 
the rate for insurance years six and over, constitutes the Ameri¬ 
can Men Ultimate Table, often called simply the American Men 
Table or the ^^A]9[(5)” Table, the ^'5^^ denoting the number of 
years of select experience, i.e., the number of years during which 
examination is presumed to affect the rate of mortality and 
which are excluded in determining the ultimate mortality rate. 
In order that the rates by this more recent table may be com¬ 
pared conveniently with those of the American Experience Table 
th('y are shown together in the table on page 94. The reader 
should examine this table carefully as the relation between the 
two tables is of importance in connection with matters to be 
discussed later. 

Although th('re is no select table corresponding to the American 
Experience Table, it is known that that table is also an ultimate ” 
table, from which the experience of the first few years following 
selection has been excluded. American companies have, in fact, 
alw^ays used ultimate tables rather than select tables except for 
special puri)oses. 

In comparing the American Experience Table with the Ameri¬ 
can Men Ultimate Table it will be seen, as has already been 
mentioned, that the latter shows very much lower rates of mor¬ 
tality at the lower ages but that the difference gradually dimin¬ 
ishes until about age sixty, when the two rates are equal. They 
remain practically equal to nearly age eighty. The comparison 
at extremely high ages is not of much significance, being affected 
by the fact that the new table is continued to a much higher 
limiting age than the old one, and the considerable differences 
showm at very high ages are, therefore largely artificial. From 
age sixty on, it may be assumed with suflScient accuracy that the 
rate of mortality is actually about the same as formerly. 

If a life insurance company uses an ultimate table, like the 
American Experience Table or the American Men Ultimate 

^ More recent mortality statistics are available but complete tables for 
general insurance purposes have not been prepared. As will be explained 
later, it is unnecessary to change the basis of calculations frequently. 
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Comparison of Rates of Mortality by the American Experience’ 
AND American Men'* Ultimate Tables' 


Age > 

Kate of Mortality 
per 1000 

AM(6) 
as per¬ 
centage oi 
American 
Ex¬ 
perience 

Age 

Kate of Mortality 
per 1000 

AM (6) 
as per¬ 
centage of 
American 
Ex¬ 
perience 

American 

Experi¬ 

ence 

Table 

AM (6) 
Table 

American 

Experi¬ 

ence 

Table 

AM (6) 
Table 

15 

7.63 

3.46 

45 


26.69 

26.68 

100 

16 

7.66 

3.53 

46 

61 

28.88 

20.03 

101 

17 

7.69 

3.63 

47 

62 

31.20 

31.58 

101 

18 

7.73 

3.71 

48 

63 

33.04 

34.37 

101 

19 

7.77 

3.81 

49 

64 

36.87 

37.38 

101 


7.81 

3.92 

60 

65 

40.13 

40.66 

101 

21 

7.86 


51 

66 

43.71 

44.18 

101 

22 

7.91 

4.12 

52 

67 

47.66 

48.03 

101 

23 

7.96 

4.18 

53 

68 


62.16 


24 

8.01 

4.25 

53 

60 

66.76 

56.64 


25 

8.07 

4.31 

53 

70 

61.00 

61.47 

90 

26 

8.13 

4.35 

54 

71 


66.70 

00 

27 

8.20 

4.30 

54 

72 

73.73 

72.33 

98 

28 

8.26 

4.41 

53 

73 


78.30 

08 

29 

8.35 

4.43 

63 

74 

87.03 

84.02 

08 

30 

8.43 

4.46 

53 

75 

94.37 

01.04 

97 

31 

8.51 

4.48 

63 


102.31 

09.51 

97 

32 


4.51 

62 

77 

111.06 

107.65 

07 

33 

8.72 

4.59 

53 

78 

120.83 

116.31 

96 

34 

8.83 

4.68 

53 

79 

131.73 

125.60 

05 

35 

8.05 

4.78 

53 

80 

144.47 

135.74 

94 

36 

0.09 

4.04 

54 

81 

158.61 

146.42 

02 

87 

0.23 

5.12 

65 

82 

174.30 

157.87 

01 

38 

0.41 

5.32 

57 

83 

191.56 

170.05 

89 

39 

0.50 

6.56 

68 

84 

211.36 

183.15 

87 

40 

0.70 

5.84 


85 

235.55 

197.07 

84 

41 

10.01 

6.16 

62 

86 

265.68 

211.80 


42 

10.25 

6.54 

64 

87 

393.02 

227.20 

.75 

43 

10.62 

6.04 

66 

88 

346.69 

244.08 

70 

44 

10.83 

7.42 

60 

89 

305.86 

261.70 

66 

45 

11.16 

7.04 

71 

00 

454.55 

280.35 

62 

46 

11.56 

8.52 

74 

01 

632.47 

299.46 

56 

47 

12.00 

0.18 

77 

02 

634.26 

321.08 

51 

48 

12.61 

0.89 

79 


734.18 

341.88 

47 

49 

13.11 

10.70 

82 

04 

857.14 

363.64 

42 

60 

13.78 

11.68 

84 

95 

1,000.00 

387.76 

30 

61 

14.54 

12.54 

86 

06 


411.11 


62 

15.39 

13.62 

88 

07 


443.40 


63 

16.33 

14.78 

91 

98 


457.63 


64 

17.40 

16.08 

92 



500.00 


65 

18.67 

17.47 

04 



562.50 


66 

10.80 


06 



571.43 


67 

21.34 

20.69 

97 

102 


666.67 


68 

22.04 

22.61 

08 

103 


1,000.00 


60 

04.72 

24.49 

00 






1 The American Men Ultimate Table is usually denoted by the symbol “AM (6).” 


Table, to estimate the “expected deaths,” the number so obtained 
will be in excess of the number of deaths which are actually 
anticipated, since many of those insured have been so for periods 
of less than 5 years (or for whatever period the effect of selection 
persists). Consequently, the actual rate of mortality of the 
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insured group as a whole should be lower than that shown by 
an ultimate table, quite apart from any general improvement 
in mortality rates. In fact the published ratios of ^'actuaP^ to 
^'expectedmortality—which are nearly always very low, usually 
from 50 to 70 per cent—are misleading, particularly when used to 
compare the experience of one company with that of another. 
For example, a young company whose policyholders have nearly 
all been obtained within recent years will have a large proportion 
of lives insured who have not yet reached the period of ultimate 
mortality, and the ratio of the actual mortality in such a com¬ 
pany to that '^expected,’’ according to an ultimate table, is 
bound to be very low. The same will be true, but to a lesser 
extent, in the case of an old company which has substantially 
increased its volume of new business. On the other hand, an old 
company, particularly an old company which is not doing a large 
new business, has a considerable proportion of policyholders who 
have been insured for a period longer than 5 years and among 
whom the ultimate rate of mortality is the more accurate measure. 
It will also have a larger proportion of policyholders at the higher 
attained ages among whom there has been comparatively little 
improvement in the mortality rate, and who therefore show little 
saving as compared with the '^expected.In such a company the 
ratio of actual to expected mortality by an ultimate table (and, 
in particular, if the table used is the American Experience Table, 
as is usually the case) is bound to be higher than in the younger 
company or in the company doing a large new business. In 
either case the figure is an artificial one, while the comparison is of 
no significance. Only a comparison of rates of mortality among 
those of the same age and who have been insured for the same 
length of time, or among those of the same age who have all been 
insured for periods sufliciently long to have nullified the effect of 
selection, would be of any real value. 

Trend of Mortality. —comparison of the American Experi¬ 
ence and the American Men tables gives an idea of the nature of 
the improvement in mortality rates which has taken place among 
insured lives during the last century. There has been consider¬ 
able further improvement at the lower ages in the past twenty 
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years—since publication of the American Men Table. The 
improvement extends to all classes of the population and has been 
due principally to improvement in living conditions, to increased 
medical and surgical skill, to greater attention to sanitation and 
to the public health generally, and, in the case of insured lives, 
to improved methods of selection. Each successive investigation 
shows some reduction in the rate of mortality. The table on 
page 94 shows that the improvement in mortality rates among 
insured lives is confined almost entirely to the ages below sixty. 
This improvement is found in a postponement of deaths from the 
lower to the higher ages, but there is no evidencre of any material 
increase in the total span of life. Medical skill, although it 
has increased the average duration of life, has not succeeded in 
making the old live appreciably longer than in former genera¬ 
tions. The old, as well as the young, experience, it is true, the 
benefits outlined, but these benefits are eividently of less impor¬ 
tance in old age. The numbers of the old are, moreover, now 
swelled by those who have been kept alive and brought forward, 
as it were, to die at the higher ages. The inclusion of the latter 
^lass is an olfset, so far as the rate of mortality is concerned, to 
any improvement among those who would, in any case, have 
lived to old age. The net result is that the rate of mortality at 
ages above about sixty shows little or no improvement. It would 
appear that perhaps there is a natural limit to the span of life and 
that, while the influences mentioned may and, in fact, do enable 
many more nearly to attain that limit than formerly, they cannot 
or, at any rate, do not cause any appreciable extension of it. 

Common Fallacies. —One reads, sometimes, comment in the 
press on increased longevity and speculations whether future 
generations will reach ages very much in advance of those now 
attained. One writer, on the basis of the reductions in the rate 
of mortality and increases in the average duration of life to which 
reference has been made, has discussed seriously the prospects 
of the upper limit of life increasing from about 100 to something 
like 300 years. It is evident from what has just been said that 
no such expectations are likely to be realized, nor is there at 
present any justification for them. The fact that some of the 
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weak are now kept alive to higher ages need not make any differ¬ 
ence in the limiting age of life, and it seems probable that the 
maximum duration of life is limited by fundamental physiological 
considerations. A very large part of the increase in the average 
total length of life during the last 50 or 100 years is due to the great 
reduction which has been (jffected in infant mortality—particu¬ 
larly in the first year of life. Only a limited further improvement 
(^an be ex])ected from that source. 

While a few individuals reach extraordinarily old ages, some¬ 
times (‘xceeding onc^ hundred years, these cases are rare. Reports 
of persons living at ages over one hundred should be accepted with 
caution. Where such a high age is claimed there is frequently 
no evidence to sustain the claim. Most of the cases of extreme 
longevity are reported from such places as central Africa or China 
and are obviously fictitious. The very old, particularly those 
belonging to th(^ more ignorant classes of the community, are 
inclined to exaggerate their ages. A striking illustration of this 
is to be found in the United States Life Tables. These tables 
show, inter alia, the rates of mortality at each age for white 
males and for colored males, also white females and colored 
females. Throughout nearly the whole of life the rate of mor¬ 
tality among colored people is very much in excess of that 
among wdiite peoj)le—nearly double in fact—but according to the 
records, it appears tliat colored persons, both male and female, 
reach more advanced ages than white persons. The probability 
is that this is not really the case but rather that the ages of colored 
persons have not been so correctly recorded as have those of 
whites. In fact, the rates of mortality shown at ages between 
one liundred and one hundred and ten in all classifications 
indicat,e that there must be considerable exaggeration in this 
respect among all old persons whether white or colored. 

Some of the foregoing remarks have an important bearing on 
life insurance. An old-established company has a considerable 
proportion of persons insured who have reached ages over sixty, 
while a more recently established company has few such lives. 
In comparing the total mortality rate of the two companies the 
former company will appear at a disadvantage since those 
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among whom the greater reduction of mortality rate has been 
effected form a smaller proportion of the whole than in the latter 
company. In fact,, as has already been pointed out, if it is 
desired to compare the mortality of the two companies the com¬ 
parison should be made age by age and should also take into 
account the duration of insurance or time elapsed since selection. 
Only in that way can one ascertain which company is having 
the more favorable experience. 

The same error is frequently made in comparing crude death 
rates of different towns or localities with a view to demonstrating 
that a particular town or locality is more salubrious than another. 
For example, a New York newspaper, in referring to figures 
published by the Census Bureau, stated: Akron is the healthiest 
city with a death rate of 7.5 (per thousand). Memphis has the 
highest of any city—17.4.’^ It is quite wrong, however, to 
assume that these figures give any idea of the relative healthful¬ 
ness of these two cities. Memphis is an old city in a part of the 
country which has long been settled. Akron is a young city only 
recently developed. There are undoubtedly more old persons per 
thousand of population in Memphis than in Akron, and it cannot 
be determined from the total death rate per thousand which of the 
two is the more healthful city. This can be more clearly shown 
by a simple illustration, making use of the mortality table. Sup¬ 
pose there are two towns, the first of which has a population of 
one million persons all twenty years of age and the other a popula¬ 
tion also of one million but all sixty-five years of age. Suppose, 
further, that the normal rate of mortality is that shown by 
the American Experience Table, and that the first town is so 
unhealthful that it has double the normal number of deaths while 
the second is so healthful that it has only half of the normal num¬ 
ber of deaths. Reference to the table indicates that the number 
of deaths in the first city would, in those circumstances, be 
16,610; and in the second city, 20,066. The crude death rates of 
the two cities would, therefore, be 15.6 and 20.1 per thousand, 
respectively, and in the absence of a knowledge of the real facts 
it might be supposed that the former was more healthful than the 
latter, whereas the reverse is the case. Of course, these figures 
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are extreme, but they illustrate the nature of a very common 
error. The same error is usually involved in the comparison of 
the mortality experience of two insurance companies. Com¬ 
parisons are proverbially odious, and comparisons of life insur¬ 
ance companies are likely, in addition, to be entirely misleading, 
owing to the absence of a proper basis of comparison. Further 
illustration of this fact will appear in later chapters. 

The table below illustrates some of the points which have 
been brought out in this chapter and is worthy of careful study. 

The second column shows the number of deaths per thousand 
at the ages shown according to the American Experience Table. 
The third column shows corresponding figures for the United 
States Life Table, which was based on the census of 1910 and the 
recorded deaths of the years 1909, 1910, and 1911 in the original 
registration states. The fourth column shows the ultimate 
rates of mortality according to the American Men Ultimate 
Table to which reference has already been made. The last 
column shows the corresponding select rates of mortality for 
the American Men Table, that is to say, the rate of mortality in 


Death Rate per Thousand 


Age 

American 
Experience 
Table 
(to about 
1859) 1 

U.S. 

Life Table 
1910 

(1909-1911) 

American Men, 
Ultimate 
1900-1915 

American Men, 
Select 
1900-1916 
(first year of 
insurance) 

20 

7.8 

4.7 

3.9 

2.7 

30 

8.4 

6.5 

4.5 

3.0 

40 

0.8 

9.4 

5.8 

3.7 

50 

13.8 

14.4 

11.6 

6.8 

60 

26.7 

28.6 

26.7 

14.9 

70 

62.0 

59.5 

61.5 


mm 

144.4 

130.3 

i 




the first year of insurance. Each column demonstrates the 
rapidly accelerating increase in the rate of mortality as age 
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increases. If the American Men Table is compared with the 
population table, that is, the United States Life Table, it is seen 
that the ultimate rate of mortality among insured lives falls 
below that of the general population except at the higher ages. 
The reasons for this have already been explained. A comparison 
of select rates with ultimate rates shows the immediate saving 
from medical selection to be about one-third to one-half of the 
ultimate rate. Further savings are made during the next few 
years. 



CHAPTER V 


PREMIUM RATES 

The premium is the consideration which the person insured 
pays to the insurance company for a life insurance policy. The 
premium may be a single payment, but is usually an annual 
payment, either for life or for a limited term of years, depending 
on the kind of policy selected. An annual premium may be 
payable in semi-annual, quarterly, or monthly instalments. 
The word “instalments^' is used here because the calculation of 
life insurance premiums is usually made on an annual basis so 
that, where premiums are paid otherwise than annually, any 
unpaid “instalments" for the policy year current at death are an 
indebtedness deductible from the amount of insuran(;e. As 
explained later, however, this deduction is not always made. 

The elements which enter into the calculation of premium 
rates for a life insurance policy are three: (1) the rate of mortality, 
(2) the rate of interest, and (3) the rate of expense. 

The first two elements, the rate of mortality and the rate of 
interest, determine the amount of the net 'premium. The net 
premium is that premium which in the aggregate will be exactly 
sufficient to pay all death claims, provided deaths take place 
according to the mortality table adopted as a basis for calculation, 
and provided also that all premiums are invested immediately on 
receipt at the rate of interest assumed in the calculations. The 
net premium provides for death claims only—and maturities of 
endowment policies. It does not provide for expenses of opera¬ 
tion nor for contingencies of any kind not reflected in the basic 
assumptions as to mortality and interest. 

The procedure in constructing a table of premium rates for 
practical use is first to calculate the net premiums and then to 
add to these the amounts considered necessary to cover expenses, 
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together with an allowance for contingencies. The total amount 
so added to the net premium is the loading. The net premium 
increased by the loading is the gross premium which is the 
premium payable by the policyholder. In the case of partici¬ 
pating policies the loading is usually much greater than will 
ordinarily be required, and under normal conditions the excess 
over actual requirements will be returned to the policyholder as a 
‘‘dividend.^^^ 

Net Single Premiums. —It is first necessary to describe 
the calculation of the net single premium, since the net annual 
premium for any kind of insurance is based upon the net single 
premium for the same kind of insurance. It should be noted 
that in all theoretical work, such as the calculation of net pre¬ 
miums, it is usual to assume that death claims are paid at the 
end of the policy year in which death occurs. This is not in 
accordance with the facts, since it is now usual to pay claims 
immediately upon proof of death and title. Formerly, however, 
it was common to provide in life insurance policies that the 
payment of claims should not be made until 2 or 3 months or 
more after proofs of death had been completed. The assumption 
that payment of claims is made at the end of the year of death 
simplifies the calculation of premiums, and it is an easy matter 
afterwards to adjust the premium rates to allow for the immediate 
payment of claims, if it is considered necessary to do so, although 
the loading is always suflSciently large to include this compara¬ 
tively small adjustment. It might be pointed out that, as death 
takes place on the average in the middle of the policy year, and 
as a period of about 1 month, on the average, elapses between the 
date of death and payment of claim, the adjustment because 
of immediate payment of claims should be an amount suflicient 
to provide for about 6 months^ loss of interest on the sum insured. 

The first step is to select a suitable mortality table and rate of 
interest. For premiums on participating policies these will be 
chosen on a conservative, perhaps an ultra-conservative, basis, 
while for non-participating insurances both the mortality rate 
and the interest rate must be closer to the conditions actually 

' Dividends are discussed in Chap. VIII. 
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expected since there is no subsequent adjustment of cost by 
dividends. In general, therefore, the calculation of rates for 
non-participating policies requires the best possible estimate of 
future experience in regard to mortality, interest and expense 
while, for participating policies, it is sufficient that the premium 
rates be on a safe basis. 

For purposes of numerical illustration the American Experience 
Table with interest at 3 per cent will be used. That is the 
basis generally used at present in calculating net premiums for 
participating policies. The rate of interest is conservative 
while, as was indicated in the previous chapter, the actual 
mortality experience will almost certainly be below that assumed. 

The figures below, taken from a compound interest table, 
provide one of the two elements of the first illustrative calculation. 

Present Value of $1 at 3 Per Cent 


Number of 
years 

Present value 
of $1 due in 
number of 
years stated 

1 

SO.9709 

2 

0.9426 

8 

0.9151 

4 

0.8885 

6 

0.8626 

6 

0.8375 


The table shows that $0.9709, or about 97 cents, invested for 
I year at 3 per cent interest will amount to $1 at the end of the 
year; that $0.9426, or about 94cents, invested for 2 years at 
3 per cent compound interest will amount to $1 at the end of 
that time, and so on. Another way of explaining the table is 
to say that, to have $1 at the end of 5 years, for example, it is 
sufficient to have $0.8626, or about 86J4 cents now, provided 
that amount can be invested at 3 per cent compound interest 
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during the 5 years. The expression ^‘present valueused hero 
will occur frequently. The present value of a sum of money 
payable at a future time is the amount of money which, if 
invested now, will accumulate to the required sum at the time 
when the latter is to become payable. Thus, from the table, 
83% cents is the present value of $1 due in 6 years. 

One-Year Term Policy .—As a first example, the net single 
premium required to provide term insuraru^e for 1 year on the 
life of a person aged thirty will be (‘,al(‘ulated. The mortality 
table on page 84 indicates that out of 85,441 persons who attain 
age thirty, 720 die before reaching thirty-one. If a 1-year term 
policy of $1,000 should be issued upon attainment of age thirty 
to each of 85,441 persons, and if the actual death rate among 
them should be the same as that shown by the table, the death 
claims would amount to $720,000.^ Although these claims will 
occur throughout the year it is assumed that all will be paid at th(' 
end of the year, i.e., the ^^policy year^^ or year of insurance. 
Referring to the interest table, it is found that in ord(?r to have 
that amount at the end of the year it would be necessary to hav(! 
$699,048 (i.e., $720,000 X 0.9709) at the beginning of the year, 
since $699,048, together with one year^s interest at 3 per cent, 
equals $720,000. Since it is not known at the beginning of the 
year which of the 85,441 persons insured will die each must pay 
the same share or “premium.” This share would amount to 
$8.17 ($699,048 4- 85,441) which, therefore, is the single premium 
for term insurance for 1 year at age thirty, according to the 
American Experience Table of Mortality, with interest at 3 per 
cent. 

The same result may be obtained by a different method. 
The average number of persons who die in a year out of each 
thousand living at age thirty is 8.427 (the “rate of mortality”). 
If it were a certainty that all would die within 1 year, the amount 
of the single premium required from each would be $1,000 dis- 

^ The reader should remember that all calculations of this character 
depend upon a basis of large numbers, i.e., upon a sufficiently broad basis of 
operation to ensure average results. In a very small group it would be 
impossible to predict the number of deaths even approximately. 
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counted for one year at 3 per cent, or $970.90, but as only 8.427 
out of each 1,000 policies will, on the average, become payable, 
that amount ($970.90) may be reduced in the ratio which 8.427 

bears to 1,000 f.c., to X $970.90^ which is found to be 

the same as before, viz.^ $8.17. 

Whole Life Poliaj ,—The single premium for term insurance 
for 2 years could be obtained by a similar process, but it is desir¬ 
able to proceed at once to the calculation of the net single pre¬ 
mium for whole life insurance, which is, on the basis of the 
American Expc^rience Table, equivalent at age thirty, for example, 
to a 66-year term insurance continuing to the extreme age of the 
mortality table. In order to reduce the amount of arithmetical 
calculation the net single premium will be calculated, for pur¬ 
poses of illustration, at age ninety instead of age thirty. Of 
course, policies are not issued at age ninety, but the procedure in 
calculating the premium at that age, if such a policy were issued, 
would be precisely the same as if the age were thirty, while the 
actual figures involved are much smaller and the arithmetical 
work much shorter. For convenience of reference the following 
extract from the mortality table on page 84 is given. 


AcxE 

Living 

Dying 

90 

847 

385 

91 

462 

246 

92 

216 

137 

93 

79 

58 

94 

21 

18 

95 

3 

3 


As before, the premium will be determined by assuming that 
a policy of $1,000 is issued to each of the 847 persons living at 
age ninety. During the first year, 385 persons die. The 
amount required at the end of the first year to pay death claims 
occurring in the first year is, therefore, $385,000. Hence 
$373,796.50 ($385,000 X 0.9709) must be collected at the 
outset to provide for first-year claims. In the same manner, at 
the end of the second year $246,000 will be required to pay the 
claims then due and there must, therefore, also be collected now 
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(since we are calculating the single premium) $231,879.60 
($246,000 X 0.9426) to provide for the second-year death 
claims. Continuing in the same way, the respective amounts 
which must be paid now in order to make it possible to meet the 
death claims of the third, fourth, fifth, and sixth years may be 
calculated. By adding together these amounts and dividing 
the total by 847 (the number of lives to be insured) the total 
single premium to be paid in by each is ascertained. The follow¬ 
ing table shows the calculation in detail; 


Calculation of Net Single Premium for Whole Life Policy for $1,000. 
Age Ninety. American Experience Table, 3 Per Cent 


Year 

(1) 

Number 

living 

(2) 

Number 

dying 

(3) 

Death 

claims 

(4) 

Present 
value of $1 
(5) 

Present value 
of death claims 
(4) X (5) 

1 

847 

385 

1385,000 

$0.9709 

$373,796.50 

2 

462 

246 

246,000 

0.9426 

231,879.60 

3 

216 

137 

137,000 

0.9151 

125,368.70 

4 

79 

58 

58,000 

0.8885 

51,533.00 

5 

21 

18 

18,000 

0.8626 

15,526.80 

6 

3 

8 

3,000 

0.8375 

2,512.50 





Total.. 

$800,617.10 


$800,617.10 847 « $945.23 net single premium 


Endowment Policy ,—The net single premium for an endowment 
insurance policy is calculated in the same manner as has just been 
shown for single premium term or whole life insurance. Thus, 
to calculate the net single premium for a 10-year endowment 
insurance at age thirty-five^ it would first be necessary to calcu¬ 
late, by means of mortality and interest tables, the amounts 
necessary to provide for the death claims payable in each of the 
10 years on the assumption that all of the 81,822 persons living 
at age thirty-five took such policies; that is to say, there would 
be added together the discounted value of $732,000 due in 1 year, 
$737,000 due in 2 years, and so on, up to and including $812,000 

^ A high age is not used here since the arithmetical work is limited by the 
period of the endowment. 
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due in 10 years. To the total there would then be added the 
discounted value of the amount payable to those who survive the 
period of 10 years and whose endowments ^'mature,” that is, 
$1,000 for each of the 74,173 persons who attain age forty-five. 
The grand total so obtained would then be divided equally 
among the 81,822 persons insured, the result being the net single 
premium required. The procedure will be easily understood 
from the detailed calculation given below. 


Calculation of Net Single Premium for 10-year Endowment 
Insurance Policy for $1,000. Age Thirty-five. American 
Experience Table, 3 Per Cent 


Year 

(1) 

Number 

living 

(2) 

Number 

dying 

(3) 

Death 
claims end 
of year 

(4) 

Present 
value of $1 

(5) 

Present value 
of death 
claims 
(4) X (6) 

1 

81,822 

732 

$732,000 

$0.9709 

$710,699 

2 

1 81,090 

737 

737,000 

0.9426 

694,696 

3 

80,353 

742 

742,000 

0.9151 

679,004 

4 

79,611 

749 

749,000 

0.8885 

666,487 

6 

78,862 

756 

756,000 

0.8626 

652,126 

6 

78,106 

765 

765,000 

0.8375 

640,688 

7 

77,341 

774 

774,000 

0.8131 

629,389 

8 

76,567 

785 

785,000 

0.7894 

619,679 

9 

75,782 

797 

797,000 

0.7664 

610,821 

10 

74,985 

812 

812,000 

0.7441 

604,209 


Total required for death claims. $ 6,606,748 

Add present value of $74,173,000 payable for “maturing 

endowments” ($74,173,000 X .7441). 65,192,129 

$61,698,877 

$61,698,877 -4- 81,822 = $754.06 net single premium 

Net Annual Premiums. —The calculation of the net annual 
premium is more complicated. In practice, the methods described 
in Appendix B are used. For the non-mathematical reader the 
explanations here given will be sufficient to show the general 
nature of such calculations. 

An annual premium is, in effect, a life annuity payable by the 
policyholder to the company. The first step in calculating 
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annual premiums is to determine the present value of net 
single premium for) a life annuity of $1 per annum. A life 
annuity is an annual payment to continue during life. If the 
value of a life annuity of $1 is known it is possible to determine, 
by simple proportion or *^rule of three’' the amount of the annual 
premium equivaleiit to any given single premium. 

Life insurance premiums are payable in advance, so that th(* 
preliminary problem is to determine the present value of a life 
annuity of $1 per annum payabk^ in advance each year during 
life and ceasing with the payment made at the beginning of the 
year in which death occurs. As before, in order to reduce the 
arithmetical work a high age will be used for the illustrative 
calculation. The procedure is exactly the same for any age. If 
each of the 847 persons attaining age ninety pays $1 at once and 
$1 at the beginning of each year of age attained prior to death, th(' 
total amount received from all would be, at the beginning of the 
first year, $847; at the beginning of the second year, $462; at 
the beginning of the third year, $216; at the beginning of the 
fourth year, $79; at the beginning of the fifth year, $21; and at the 
beginning of the sixth year, $3. The present or discounted value 
of these payments is shown below. 


Year 

Amount received at 
beginning of year 

Present value 
of $1 

Present value 

1 

$847.00 

$1.0000 

$ 847.00 

2 

462.00 

0.9709 

448.56 

3 

' 216.00 

0.9426 

203.60 

4 

79.00 

0.9161 

72.29 

5 

21.00 

0.8885 

18.66 

6 

3.00 

0.8626 

2.59 

Total present val 

iue. 


$1,592.70 


The total value shown above, $1,592.70, is also the amount 
which would be sufficient to provide a payment of $1 to each of 
the 847 persons living now and a further payment of $1 per year 
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thereafter annually to each of the survivors on the anniversary 
until all are dead. The amount necessary on the average to 
provide this annuity for each one of the 847 persons is therefore 
$1.88 ($1,592.70 -4" 847). This latter amount, viz.j $1.88, 
must, therefore, be the single sum which is equivalent in value 
to payments of $1 per annum in advance during the lifetime of 
a person aged ninety, and is, therefore, also the single premium at 
age ninety which corresponds in value to an annual premium of $1. 

It has already been seen that $945.23 is the amount of the net 
single premium required at age ninety to provide a whole-life 
insurance of $1,000 payable at death. The required annual 
premium will therefore be as many dollars as $1.88 is contained 
times in $945.23, i.c., $502.79. The amount of the annual pre¬ 
mium must, in other words, be such that the total present value of 
all the annual premiums is the same as the amount of the single 
premium. 

Net annual premiums for other kinds of policies are calculated 
on similar principles, but the arithmetical details are more com¬ 
plicated. For our purpose, which is merely to exi)lain the gen¬ 
eral procedure in calculating premiums, it is not necessary to take 
up these more difficult calculations. 

Attention is again called to the fact that the basis of calculation 
indicated above assumes that each person insured will pay a full 
annual premium at the beginning of each policy y(iar including 
the year of his death. No provision is made for any pro-rata 
reduction in the year of death. If any such refund were to be 
payable everyone would have to pay a higher premium. This is a 
frequent source of misunderstanding in practice—especially when 
death happens to occur just after a premium has been paid. 

The Loading. —As already explained, an addition must be 
made to the net premium to provide for expenses of operation 
and for contingencies. In order to decide how this addition 
should be made, the nature of the expenses to be provided for 
must be considered. The expenses in connection with a life 
insurance policy may be divided into (1) those which depend 
on the amount of the premium; and (2) those which are inde¬ 
pendent of the amount of the premium. The chief items in the 
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former (^ass are commissions to agents and state taxes on pre¬ 
miums. Expenses of the latter class may depend on the amount 
of insurance or may be independent of the amount either of pre¬ 
mium or of insurance. Thus the cost of medical examination 
and inspection is usually more for a policy of large amount, 
although not directly proportionate to the amount, while the cost 
of keeping the policy records, the general administrative expenses 
of the home office, and so on, are the same for every policy irre¬ 
spective of the amount of insurance or the amount of the premium. 
Although theoretically desirable it is impossible for practical 
reasons to have different rates of premium for different amounts of 
insurance, and in determining the basis of loading, therefore, 
expenses must, in practice, be considered in relation to the 
amount of the average policy. Thus, while the cost of a medical 
examination may be $5, it is clearly not necessary to add this 
amount to the net rate per $1,000 of insurance. If the average 
policy is for $2,500, it is sufficient to add $2 per $1,000. This 
will result in a sufficient amount being received in the aggregate 
oto take care of all the expenses of medical examination. It is 
true that this involves payment of a smaller amount than is 
necessary for this purpose by those who take policies for less than 
the average amount, and a greater amount by those whose policies 
are greater than the average amount. A strictly correct treat¬ 
ment of expenses of this class would, in fact, involve a different 
scale of premium rates for each amount of insurance but, as 
already stated, that is not practicable. The attempt to carry out 
such a plan would, in itself, greatly increase the expense of con¬ 
ducting the business. Moreover the question is more complex 
than appears at first sight. Additional items of expense—such as 
special examinations—are frequently involved in the case of large 
policies which are not necessary for policies of smaller amount. 
Again, the mortality experience among those insured for large 
amounts is usually found to be relatively high. On the whole, 
however, if it were practicable it would also be desirable to 
grade premium rates according to amount of insurance. 

It would appear then that the loading should consist partly of 
a percentage of the premium, partly of a constant amount for 
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each $1,000 of insurance, and partly of a constant amount for 
each policy, but that, on account of practical conditions, only 
the first two of these can be applied. If the loading consisted of 
the same 'percentage of the premium at all ages and for all plans, 
injustice would be done as between high and low ages and as 
between low-priced and high-priced policies unless adjustment 
were made in the dividend scale. For example, on the ordinary 
life plan, the net premium for insurance of $1,000 at age twenty 
is $14.41, and at age sixty it is $58.27 (American Experience 
Table, 3 per cent). If these net premiums were loaded by adding 
30 per cent, the amount of the loading would be $4.32 in the first 
case and $17.48 in the second. Since only a part of the expenses 
depends on the amount of the premium, if the loading were on the 
basis stated and were sufficient at low ages it would be too great 
for policies taken at higher ages. An unvarying percentage, there¬ 
fore, is not, theoretically at least, the most suitable basis for 
loading, although, sometimes, premiums for participating policies 
are loaded in that way, proper adjustment of cost being made in 
the dividends. 

Again, if the loading were a constant amount per $1,000 of 
insurance at all ages, it would have to be sufficient to cover the 
commission and other expenses depending on the premium at 
the highest age, and that amount would be several times the 
amount necessary at lower ages. 

The proper method of deriving the gross premium is to build 
it up from the net premium by taking account of both the nature 
and the amount of actual expenditures so far as these can be 
ascertained in advance and so far as is practicable. This method 
indicates a loading which consists partly of a percentage of 
the premium and partly of a constant amount. 

A common method of loading premiums for participating 
policies is that by which the loading for any specified plan is a 
percentage of the net premium for that plan and a percentage of 
the ordinary life net premium. Variations of this system exist 
which work reasonably well in conjunction with consistent 
dividend systems. The idea underlying such systems of loading 
will be seen from the following example: 
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Basis of loading: For ordinary life, 25 per cent of net premium; 
for limited payment life, I 2 V 2 P^r ^^i^t of net premium and 12} 2 
per cent of ordinary life net premium; for endowment, per 
cent of net premium, 6}i per cent of limited payment life net 
premium (same number of premiums), and 12f^ per cent of ordi¬ 
nary life net premium. The reader will note the apparently 
arbitrary character of such a rule and should remember that, 
for participating policies, the amount of the gross premium is not 
important so long as it is sufficient and provided proper adjust¬ 
ment to the actual cost is made in the dividend scale. The 
loading for the ordinary life plan is tlius merely a “reasonable’^ 
loading of sufficient amount. 

If we denote the respective? net premiums at any given age for 
life, limited payment life, and endowment policies (the two latter 
providing for same number of premiums) by A, B, and C, the 
amount of loading being added may be expressed as follows: 

For ordinary life. 

For limited payment life. }iA -f }4B 

For endowment.-f 4“ 

The last two lines may be rewritten as follows: 

Limited payment life. }'iA -f HiB — A) 

Endowment. ^^A H{B — A) -f HeCC' — B) 

In this form it is evident that this system of loading provides 
for limited payment life policies the same amount of loading as 
for an ordinary life policy of the same age plus a smaller propor¬ 
tion of the excess of the limited payment premium over the 
ordinary life premium. Similarly, it provides for endowment 
policies the same amount of loading as for a limited payment life 
poli(;y plus a still smaller proportion of the excess of the endow¬ 
ment net premium over the limited payment life net premium or, 
in other words, the same amount of loading as for ordinary life 
plus reducing percentages of the successive excess amounts of 
the limited payment and endowment net premiums. This is, 
in general, a reasonable basis since the extra expense on the 
higher priced plans is almost entirely in the nature of a percentage 
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of premiums, as for additional state tax, commissions, while idie 
rates of commissions are generally lower on the higher priced 
plans. 

It has been stated that the object of the loading is to provide 
for expenses and contingencies. The amount necessary for 
expenses is approximately ascertainable, but the amount required 
to meet unforeseen contingencies such as fluctuations in mortality 
experience, etc., cannot be predicted. All companies accumulate 
a special fund for this purpose. In theory, this fund is made up 
by contributions from premium loadings. The proper amount 
of the fund is largely a matter of opinion and depends, to a 
considerable extent, on the size of the company. Usually there 
is no specific part of the loading added for (^ontingencic^s, but the 
amount to be added to the contingency fund is determiru^d in 
the aggregate at intervals. 

Non-participating Policies.—In the case of participating 
policies it is not necessary that the gross premium be calculated 
with extreme accuracy, since a large part of the loading is 
expected to be refunded in the form of dividends. It is sufficient 
if, in fixing the loading, the broad principles which have been 
outlined are followed, as any minor inequities in loading can be 
taken care of through an adjustment of dividends. The calcula¬ 
tion of premium rates for non-participating policies is quite a 
different matter. Premiums for such policies must be based on 
rates of mortality, interest, and eixpense which represent approxi¬ 
mately the actual rates to be expected in future with, of course, 
some margin of safety. Hence non-participating premiums 
are not based on the out-of-date American Experience Table 
but on more recent tables. No means exist of setting right, 
at some later date, any inequalities as between different ages or 
different plans, and the premium rate must be equitable, suffi¬ 
cient, and competitive. 

If conditions change adversely, as by a substantial fall in the 
interest rate, the premium rates which have been charged for 
non-participating policies may prove to be deficient although 
the general tendency of mortality rates to improve will operate 
as a safety factor. Conversely, improved conditions may justify 
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a reduction in the rates for such policies. No change is, however, 
possible in the premiums payable under existing policies, these 
being fixed by the contract. While, therefore, the non-par¬ 
ticipating plan may work very well when the rates of interest and 
mortality remain fairly stable over long periods, it will not work 
so well under changing conditions. 

Accuracy of Premiums.—The rates of premium for participat¬ 
ing policies are usually based, as has been explained, upon the 
assumption of conditions much less favorable than are expected 
to be realized. The usual basis for mortality is the American 
Experience Table which shows rates of mortality greater, at 
least up to about sixty, than are experienced among the policy¬ 
holders of life insurance companies at the present time, even 
after the effect of medical selection has worn off. At low ages 
the rates of mortality by that table are very much in excess of 
current experience, the discrepancy gradually diminishing with 
increasing age. 

The suggestion is made from time to time that the American 
Experience Table be abandoned and that more recent tables 
reflecting modern mortality experience and which would result 
in lower net premiums be substituted. It is often argued, too, 
that the loading in the premiums for participating policies is 
usually much higher than necessary and that a system under 
which large premiums are collected and large refunds (dividends) 
paid, even from the end of the first year, is artificial. To some 
extent this is true. Expenses which depend on the amount of 
the premiums—particularly commissions—are increased by the 
use of high premiums. However, the use of high gross premiums 
does not otherwise necessarily increase the cost to the policy¬ 
holder, since the excess charge is, in any case, reUimed as a 
dividend. The policyholder receives, in effect^ insurance at 
actual cost. It is true that the use of a table which is admittedly 
inaccurate merely because it is abundantly safe is, to some 
extent, artificial and that the justification for the continuation 
of the use of such an old mortality table as the American Experi¬ 
ence Table depends on a scientifically correct system of dividends 
which will make a proper adjustment to actual cost. The use 
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of a more correct mortality table would, in fact, have very little 
effect on the cost of insurance. On the other hand, high pre¬ 
mium rates have the great advantage, both to the company 
and the policyholder, of providing a substantial safety margin 
which is available in time of need. Experience shows how 
desirable it may be to have such a margin. 

A comparison between the net premiums according to the 
American Experience Table and the American Men Ultimate 
Table is given below: 


Net Level Premiums per $1,000. Interest at 3 Per Cent 


Plan 

Age 

at 

issue 

American 

Experience 

Table 

American 

Men 

Ultimate 

Table 

Percentage 
American 
Men to 
American 
Experience 

Ordinary Life. 


$14.41 

$11.75 

81.5 



18.28 

15.92 

87.1 



24.75 

23.06 

93.2 



36.36 

35.53 

97.7 



58.27 

57.64 

98.9 

Twenty-payment Life. 

20 

23.13 

19.45 

84.1 


30 

27.19 

24.10 

88.6 


40 

33.14 

31.09 

93.8 


50 

42.95 

42.15 

98.1 

Twenty-year Endowment. 

20 

40.77 

38.54 

94.5 


30 

41.37 

39.07 

94.4 


40 

43.01 

41.24 

95.9 


50 

— 

48.24 

47.59 

98.7 


As regards the rate of interest used in the calculation of net 
premiums for participating policies, the present situation is 
abnormal. At the present time (1939) nearly all participating 
premium rate^ are based on an assumed interest rate of 3 per cent. 
Not many years ago this would have been considered, and 
undoubtedly was, a very conservative rate. The drastic fall in 
the interest rate which has occurred since 1930 has, however, 
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necessitated a revision of ideas on the subject. The rate is 
apparently still falling and 3 per cent is certainly not too low a 
rate for premium calculations. 

Predictions as to the future course of the interest rate are 
notoriously unreliable. It might seem however that the rate is 
unlikely to fall much below its present level, and some improve¬ 
ment might even be looked for before long. If not, it may be 
necessary to adopt a lower rate than 3 per cent for the calcula¬ 
tion of premiums. So far as existing policies are concerned the 
margin in the mortality rate provides a sufficient safety factor. 

The use of high premium rates is inherent in the mutual 
system and is, in fa(?t, a soun^e of strength. It is an advantage 
to the policyholder, not a disadvantage, as, if conditions should 
become so unfavorable as to equal those assumed, the net 
premium would still be sufficient. In addition to the margins in 
the basis of the net prennium, the loading for participating policies 
is in excess of expcM’ted requirements, and the result is a premium 
which under normal conditions is admittedly higher than 
necessary. The system, however, works well in practice. Life 
insurance companies must be prepared for calamities totally 
unexpected and unforeseen which might greatly affect the cost of 
insurance, such as the influenza epidemic of 1918 or the depres¬ 
sion of the early nineteen thirties. No one knows what the 
future may hold in the way of epidemics, wars, or vital changes in 
investment conditions. The present system of high premium 
rates for participating policies is as nearly proof against unknown 
events of the future as any system can be. 

The situation regarding the gross premium rates of mutual 
companies is not always understood by those who criticize them. 
A reduction in gross premiums is nearly always commented on in 
the insurance press, for instance, as if the net cost of insurance had 
been reduced. As a matter of fact, reductions in the rates for 
participating policies are necessarily accompanied by correspond¬ 
ing reductions in dividends, leaving the net cost about the same. 
If that were not so it would indicate that something was wrong 
with the previous dividend basis. The most practical method 
of operation of the mutual plan is to charge a premium which is 
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admittedly more than adequate, and to adjust later by a refund 
so that all get insurance at cost. 

Premiums Paid Otherwise Than Annually.—Some people find 
it more convenient to pay premiums in instalments throughout 
the year, semi-annually, quarterly, or even monthly, instead of 
once a year. 

As was pointed out at the beginning of this (chapter, the basic 
premium is the annual premium, and the method of calculation 
of the net premium involves the assumption that a full annual 
premium will be paid for the year in which death occurs, as for 
every other year. Where premiums are paid otherwise than 
annually, the total amount paid per annum is, of course, greater 
than the amount of the annual premium. This is necessary, 
since, not only does the company lose interest on that part of the 
premium which is not paid at the beginning of the policy year, 
but the administrative expense is increased with the frequency 
of payment. The loss of interest is usually much less important 
than the additional expenses of collection, bookkeeping etc. 
It is a common error to consider the addition to the annual 
premium for payment in instalments as being all interest. 
Thus, if a company computes semi-annual premiums by adding 
3 per cent to the annual premium and dividing the result by two 
it is sometimes complained that the company is, in effect, charging 
interest at the rate of 12 per cent—because the insured pays $3 
extra for the privilege of delaying payment of $50 (out of an 
annual premium of $100) for six months. The fact is that only a 
^small part of the total extra charge is for interest; most of it is for 
additional expense. 

Until comparatively recently, practically all life insurance 
policies contained a definite provision for the deduction of the 
unpaid fractional premiums for the remainder of the policy 
year, i.e., they were on a annual basis. It has now 

become common to provide for non-deduction of fractional 
premiums otherwise necessary to complete premium payments for 
the policy year in which death occurs This requires an addi¬ 
tional reserve—since the death benefit is, effectively, increased. 
No specific additional premium is charged, however, since the 
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addition made to the annual premium for the privilege of paying 
semi-annually, quarterly or monthly in such cases is usually 
sufficient to include the small extra charge required to pay for the 
extra benefit. There is a practical advantage in this system since 
the deduction of unpaid fractional premiums at death, although 
a proper one, is frequently not understood by the beneficiary, who 
considers that the company is charging for insurance after the 
death of the insured, with the result that dissatisfaction with the 
settlement may arise. It should be understood, however, that 
those companies which do require payment of a full premium for 
the year of death are in no sense making an improper charge. 
Misunderstanding on this subject has led (perhaps naturally) to 
the totally erroneous claim that, not only should payment of any 
deferred fractional premiums not yet due at date of death be 
waived, but, where premiums are paid annually, there should be a 
pro rata refund of the “unearned premium^' for the unexpired 
portion of the policy year current at death. The basic calcula¬ 
tion assumes a full annual premium, and any refund is an addi¬ 
tional payment—equivalent to increasing the amount of insur¬ 
ance. This cannot be granted without additional cost. 

Possibly a more equitable basis for computing these fractional 
premiums than the comparatively high percentage additions 
adopted by most companies would be to make a percentage charge 
sufficient only to cover loss of interest with a further charge for 
expenses, not based on the amount of the premium. Such a rule, 
however, would involve some practical difficulties. Although, 
in addition to having the use of his money, the person insured is 
obtaining a convenience which is presumably of some value to 
him, there is no doubt that, if the extent of the cost of this 
convenience were more commonly realized, most life insurance 
premiums would be paid annually. This would be desirable 
from the point of view of the company as it would undoubtedly 
diminish the lapse rate materially. 

A Common Fallacy with Regard to Premium Rates. —As 
already stated, it is very commonly supposed that, in calculating 
premium rates, life insurance companies make use of the “expec¬ 
tation of life,'^ or “average future lifetime,^' assuming that, on the 
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average, policies become payable at the end of the period of 
the expectation and that, therefore, the net premium will be the 
amount which, at the rate of interest assumed, will accumulate 
the sum insured by the end of that period. As has been explained 
in the present chapter that is not the case. Net premiums so 
calculated would be considerably less than the correct premiums. 
For example, on the basis of the American Experience Table and 
3 per cent interest, the ordinary life rate at age twenty by the 
“expectancy” method would be $11.27 per $1,000 instead of 
$14.41, the correct amount; at age forty it would be $21.25 
instead of $24.75; and at age sixty, $51.78 instead of $58.27. 
The reason for this is that because of the effect of compound inter¬ 
est it would not be the same thing financially to pay all claims on 
the average date instead of at the time of death. This will 
readily be understood when it is remembered that the compound 
interest on a sum of money for, say, 20 years is much more than 
double the amount of compound interest for 10 years, so that 
payment of all death claims on the average date of death—as 
assumed by the use of the “expectation”—involves more loss 
of interest on later claims, as compared with payment in the 
actual years of death, than would be gained on claims where 
death occurred within the period of the “expectation.” It 
may be repeated here that the “expectation of life” should never 
be used in connection with calculations involving compound 
interest. Results so obtained will be incorrect and misleading. 
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THE RESERVE 

It has been explained that, on the level premium plan, a net pre¬ 
mium is calculated which will be just sufficient, in the aggregate 
and under certain assumed conditions as to the rates of mortality 
and interest to pay all death claims as they become due. The 
total amount of premiums paid each year is, for a time at least, 
greater than the amount of death claims, and a fund is thus 
created from the excess payments with interest thereon. The 
fund so formed from the accumulated excess payments is tech¬ 
nically called the reserve. Without it, future premiums on the 
level premium plan would be insufficient. Maintenance of this 
fund is a necessary part of the level premium plan. When a 
policy becomes a death claim the accumulated excess payments, 
t.c., the reserve in respect of that policy, makes up part of the 
amount payable. Thus, the actual ‘^insuranceor ^^risk^’ 
is constantly being reduced and the cost of insurance each year on 
the level premium plan is in proportion, not to the full sum 
insured, but to the net amount at risk, i,e,, the difference between 
the full sum insured and the accumulated excess payments. 
This principle of a reducing amount at risk, with correspondingly 
decreasing insurance,’^ is fundamental to the level premium 
system and is the reason why it is practicable to furnish insurance 
for the whole of life without increasing the cost to a prohibitive 
amount at advanced ages. It should be clearly understood that, 
on the level premium plan, a policy of $1,000 does not give insur¬ 
ance'^ of that amount. Failure to understand that fact has been 
responsible for criticisms of the level premium plan involving the 
assertion that under that system the person insured forfeits the 
reserve at death. That is not the case. 

On the assessment plan of life insurance, death claims ar(^ 
paid by a levy or assessment on all thcyse who have been insured. 
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On that basis no reserve funds are necessary if one assumes that 
the assessments will be paid. The reserves'' sometimes held 
by assessment associations are therefore really safety or guarantee 
funds. Life insurance companies pay death claims under policies 
on the 1-year renewable term plan out of current premiums, and 
the reserve at any time on such policies is therefore merely the 
proportionate part of the net premium for the unexpired period 
of risk. For insurance on the level premium plan the amount 
to be held as reserve follows directly from the method by which 
the premiums were calculated. 

The reserve may be explained from another point of view. 
When a policy is issued, the discounted or present value of all the 
net premiums is, as has been explained in the previous chapter, 
(exactly equal to the discounted value of the benefit promised in 
the policy, namely, payment of the sum insured at death. At any 
time after the date of issue, the value of the remaining net pre¬ 
miums will be less than at the date of issue, since fewer of them 
remain to be paid, while the value of the insurance has increased 
because the date of its payment has drawn nearer. The dif¬ 
ference between the increased value of the insurance and the 
decreased value of the future net premiums must be represented 
by funds in hand; otherwise the company will not be able to meet 
its liability. The difference, or fund in hand, is the reserve, and it 
can be demonstrated that the amount of the reserve obtained in 
this way is, as it should be, exactly the same as the amount 
obtained by the accumulative process. 

There follows a numerical illustration of the accumulation of 
the reserve on an ordinary life policy. In order to avoid lengthy 
arithmetical work, a high age at issue is used. 

On the basis of the American Experience Table, and assuming 
interest at 3 per cent, the net annual premium at age ninety-two 
for an ordinary life policy of $1,000 is $656.07. If all of the 216 
persons who attain age ninety-two in the mortality table were 
to take such policies, the amount received from them in premi¬ 
ums for the first year would be 216 times $656.07, or $141,711.12. 
This amount invested at 3 per cent during the first year would 
amount at the end of that year to $145,962.45. During the year 
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137 deaths take place. Payment of these claims reduces the 
fund at the end of the year to $8,962.45. At the beginning of 
the second year the 79 survivors each pay a second premium of 
$656.07, totalling $51,829.53, which is added to the fund on hand 
at the end of the first year and invested during the second year, 
and so on. The schedule on page 123 shows the details of the 
accumulation of the fund. 

It will be seen that the net premiums with interest are exactly 
sufficient to pay all of the claims, the fund on hand at the end of 
the fourth year (the year in which the last survivor dies) being nil. 
The amounts shown in the ninth column are the total reserves 
at the end of the successive years. These amounts are divided 
by the respective numbers of survivors to obtain the succes¬ 
sive values of the reserve on each individual policy remaining in 
force. Further reference will be made later to the question 
whether it is permissible to consider the aggregate reserve as 
being properly divisible in this manner. 

Incidentally, this illustration shows that the company could not 
pay the reserve in addition to the face amount of the policy when 
*a death claim occurs—unless a substantial additional premium 
were charged. Each person insured undertakes to pay pre¬ 
miums which at the date of issue of his policy are exactly equal 
in value to the value of the insurance benefit. If the company 
paid more than the face amount of each policy the fund would 
be exhausted before all of those insured had died. 

The method of obtaining the reserve described above is some¬ 
times called the retrospective method since the amount is obtained 
by accumulation. The other method of arriving at the amount of 
reserve, viz., by taking the difference between the present value 
of the insurance and the present value of future net premiums 
remaining to be paid, is called the prospective method. 

The value (by the American Experience Table with 3 per cent 
interest) of $1 payable at the death of a person aged ninety-three 
(the attained age of each of the survivors at the end of the first 
year) or, in other words, the net single premium at age ninety- 
three is $0.962315. The total value of $1,000 payable at the 
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death of each of the 79 persons living is therefore 0.962315 X 79 
X *1,000, or *76,022.86. 

The present value of a life annuity of *1 per annum payable 
in advance at the age of ninety-three is *1.293875. The total 
present value of the net premiums which will be paid by the 79 
survivors is, therefore, 79 X *656.07 X 1.293875, or *67,060.41. 

The difference between these two amounts, *76,022.86 and 
*67,060.41, z.e., the excess of the value of the benefit promised 
over that of premiums still to be received, must be the amount 
in hand. This is *8,962.45, which is the total amount of the 
reserve at the end of the first year, agreeing with the calculation 
already made by the retrospective method. The cakiulation of 
the reserve at the end of each year by the prospective method is 
shown on page 125. (Adjustment has been made in this illus¬ 
tration for the fraction of a cent of error in the net premium per 
* 1 , 000 .) 

Terminal, Initial, and Mean Reserves. —The reserves, the 
calculation of which has been illustrated so far, are those which 
are on hand at the end of policy years, or terminal reserves. The 
amount on hand immediately after the net premiums for the 
next policy year have been paid is the initial reserve of that year. 
Thus the initial reserve of, say, the fifth year is equal to the 
terminal reserve of the fourth year increased by the net premiums 
payable at the beginning of the fifth year. Initial reserves in the 
above illustration are shown in the fifth column of the first table 
(retrospective method). 

When a life insurance company makes up a statement of its 
financial condition on a stated date, the most important item 
among its liabilities is the aggregate amount of the reserves which 
it ought to have in hand at that date in respect of the policies in 
force. At any given date there will be some policies which are 
just commencing a policy year and some which have just com¬ 
pleted a policy year and a gn'at many more which will be some¬ 
where between one policy anniversary and the next. For 
example, if a financial statement is made as of Dec. 31, a relatively 
small number of policies will, at that date, be exactly at the end 
of a policy year. It may be assumed, without any great error, 
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tliat, on tlie average, all policies are at that date exactly halfway 
bc^tween two policy anniversaries. This involves the assumption 
that as many policies are effected in the first 6 months of th(^ 
cakmdar year as in the last 6 months, which is not precisely the 
case, but the assumption is a convenient one and is amply 
a(*,curate for practical purposes. The amount of the reserve at 
Dec. 31 will then be in each case the mean or average of the 
reserve at the beginning of the policy year current at Dec. 31 
and the reserve at the end of that policy year, i.e., the average 
of the initial reserve and the terminal reserve of the current policy 
year. Th(i amount so ascertained is the mean reserve. The 
mean reserve is of great importance, since it is the reserve which 
is used by life insurance companies in calculating the liability 
on policies in force at the end of the financial year. 

The terminal reserve is of use in determining the amount 
of the cash or other surrender value to be paid to a discontinuing 
policyholder. Policies are discontinued usually at the time when 
a premium falls due, at which time, therefore, the terminal 
reserve is the proper measure of the value of the policy. 

> In a later chapter it will be showm that the initial reserve is 
of importance in the calculation of dividends. It is sufficient 
for the present to say that usually an important element in the 
dividend paid on a participating policy is interest earned in 
excess of the rate assumed in calculating the premium. The 
amount upon which the excess interest is earned must, there¬ 
fore, be ascertained for each policy, and since dividends are paid 
in respect of policy years, not calendar years, the amount upon 
which the excess interest is assumed to be earned in each case 
is usually the initial reserve. 

The Net Level Premium Reserve as a Test of Solvency.— 

A distinction must be observed between the reserve necessary 
on the basis of artificially conservative assumptions as to rates 
of mortality, interest, and expense and the reserve needed for 
solvency, taking into account the actual conditions. In 1858 
a law was passed in Massachusetts which empowered the Com¬ 
missioner of Insurance to establish a minimum reserve standard. 
It was provided that no company which had not sufficient assets 



THE RESERVE 


127 


to meet remaining liabilities after setting aside the total reserve 
on the basis stipulated by the Commissioner could continue in 
operation. The basis stipulated by the Commissioner was the 
net level premium reserve by the Combined or Actuaries 
Table of Mortality with 4 per cent interest, and the effect was to 
establish that basis as a standard of solvency in Massachusetts. 
It should be noted that the law itself did not require net level 
premium reserves.^ 

The fact is that, while the net level premium plan provides a 
completes, scientific, and practical system of life insuran(‘e, a com¬ 
pany which does not possess the full amount of the reserve on 
that basis is not necessarily insolvent. In any inquiry as to 
solvency, the gross premiums receivable must be taken into 
account, and, if future expenses may be expected to be less than 
future loadings, as will usually be the case—^in a mutual company 
at least—the company may well be solvent although it has not 
the full net level premium reserves. An important element, 
however, in determining solvency is the amount and extent of 
guaranteed cash surrender values. Some companies provide 
for a cash value equal to the full reserve after only a very few 
years. In such a case the full net level premium reserve would 
be necessary for solvency in respect to a considerable portion of 
the company^s business. 

In other words, a test of solvency should take into account the 
actual assets, present and prospec.tive, as well as the liabilities, 
and both should be valued on a ‘Hrue” basis rather than an 
artificially conservative one such as is involved in the use of a 
low rate of interest and a high rate of mortality. Thus, if two 
companies have the same amount of business in force, dis¬ 
tributed by amount, age, plan, and duration in the same way, 
the amount of the total reserve on a specified net premium basis 
would be the same for each company. If the companies have 
equal assets while one company charges larger gross premium 

^ As will be explained in the following chapter, it is practically impossible 
for a new company to set up reserves on the net level premium basis. This 
is because of the unequal incidence of expense as between the first and sub¬ 
sequent policy years. 
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rates than the other, the one receiving larger premiums must be 
in a stronger financial position provided its expenses and all other 
conditions are the same. Both companies might be insolvent 
according to the legal standard, while the former, on account of 
the additional loadings payable to it, might be solvent if it were 
allowed to take these extra loadings into account, and there is no 
good reason why, in such a test, it should not. 

At the time when the Massachusetts law just mentioned was 
put into operation, conditions were very different from those 
now obtaining. Expenses, although necessarily greater in 
the first than in subsequent years, were more equally distributed 
over the whole duration of the policy, and there was more justi¬ 
fication for the theory (involved in the system of net level- 
premium reserves) that the loading will equal the expenses in 
all policy-years, including the first. In fact, one of the evils 
corrected by the law was the practice of ignoring future expenses 
altogether in policy reserve calculations and of assuming that the 
whole of the gross premiums of the future would be available for 
paying claims. This practice represented the opposite extreme 
»to the rigid net level premium system, the assumption being 
that there would be no expenses at all in the future, whereas by 
the net level premium system, the assumption is that the whole 
of the loadings will always be required for expenses. The 
truth lies between these two assumptions. A true estimate of 
the policy liability of a life insurance company made to determine 
its solvency could be obtained only by the use of a ‘Hrue” 
mortality table and rate of interest, in conjunction with the 
actual premium payable less probable expenses, keeping in 
view also the amounts of guaranteed cash (or other) surrender 
values. 

In practice, however, where no question of solvency is involved, 
such a method of calculating the reserve liability as has just been 
explained would not be appropriate since it would mean that 
the company was computing its liabilities on a minimum rather 
than a safe basis. It is desirable, in ordinary circumstances, 
to make a more conservative estimate of the future. The net 
level premium plan, using conservative rates of mortality and 
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interest provides safety margins in respect of all the elements 
involved and is the basis most generally used. However, it 
takes no account of the actual incidence of expense and is, there¬ 
fore, to some extent artificial. Other reserve systems have been 
devised with a view to making allowance for the incidence of 
expens(is, and such systems are recognized as satisfactory in 
most states and are widely used. These systems will be explained 
in the next chapter. 

The ‘‘Cost of Insurance.”—^The process by which the net level 
premium reserve is built up and the function which it performs 
will be made clearer by considering the relation between net pre¬ 
miums and reserves in the following manner: The net annual 
premium for an ordinary life policy of $1,000 at age thirty is 
$18.28 (American Experience Table, 3 per cent). The reserve 
at the end of the tenth year (that is, at attained age forty) is 
$120.10, and at the end of the eleventh year, $134.05. 

It is obvious that, since the reserve on any policy is insuffi¬ 
cient to pay the sum insured if that policy should become a claim, 
there must be provided in respect of each policy in force during 
the year, and in addition to its own terminal reserve, an amount 
which in the aggregate will be sufficient, when added to the ter¬ 
minal reserves of the policies which become claims, to equal 
the aggregate face amounts of these policies. 

Thus, if, in a certain large company, there are 10,000 persons 
insured who are the survivors of all those who took ordinary life 
policies 10 years ago at age thirty, there will be 98 deaths among 
them, during the eleventh year, assuming that deaths occur 
according to the American Experience Mortality Table. The 
money required to pay these death claims, totalling $98,000, will 
be found, in part, from the reserves ‘‘released” by death at the 
end of the eleventh year. The reserve on each policy at the 
end of the eleventh year is $134.06. The total amount available 
from this source is therefore 98 X $135.05, or $13,137, leaving a 
deficit of $84,863 (the net amount at risk). This deficit is made 
up by the aggregate of the individual contributions made 
by each policy for this purpose at the end of the year. The 
amount of this contribution, to make up the total amount of 
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tlu^ death claims in excess of the reserves thereon, must therefore 
he, for each of the 10,000 policies, $8.48. This contribution to 
death claims is the cost of insurance and is thus a charge against 
('ach policy\s accumulation of funds. It is the contribution which 
all must make—whether death takes place or not—toward 
the payment of death claims of the year in order to make up the 
dilference between the face amount and the reserve of the policies 
becoming death claims. 

Consider now an individual policy. The process of accumula¬ 
tion during the eleventh year will be as follows: 


Res(‘rvo end of tenth year. $120.10 

Add n(‘t premium. 18.28 

Initial reserve eleventh year. $138.38 

Interest at 3 per cent. 4.15 

Total; fund end eleventh year. $142.53 

Deduct cost of insurance. 8.48 

Terminal reserve, eleventh year. $134.05 


If the policy is one of those which become death claims dur¬ 
ing the year, its terminal reserve ($134.05) would then form 
part of the $13,137 available from reserves released for pay¬ 
ment of death claims, so that the policy itself would have con¬ 
tributed a total of $142.53 ($134.05 + $8.48) toward payment 
of its own claim, that being its actual individual accumulation to 
the end of the year and before death claims are paid. If the 
policy is still in force at the end of the year, $8.48 is paid toward 
death claims in that year and only the balance of the actual 
accumulation of $142.53, namely, $134.05, remains as reserve. 

The foregoing paragraphs may be summarized by saying that 
the reserve at the end of any year, increased by the net premium 
due immediately thereafter and by interest on the total, and 
decreased by the cost of insurance, equals the reserve at the end 
of the next year. This is a fundamental relation and one which 
should be carefully noted and remembered. In the case of 
paid-up, or fully paid, policies, where no further premiums are 
payable, a corresponding relation holds good, except that the 
item ‘'net premium” is omitted. In the case of such policies, the 
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cost of insurance is met from the interest earned on the reserve. 
If there are 10,000 paid-up life policies, each of $1,000, all of the 
lives insured being forty years of age, the amount of the reserve 
on each policy is $459.42 and the reserve 1 year later is $468.00. 
(These amounts are, of course, the net single premiums at ages 
forty and forty-one.) During the year following attainment 
of age forty, 98 deaths occur, which are paid at the end of 
the current policy year. The reserve released by the deaths 
of 98 policyholders is 98 X $468, or $45,864. Deducting 
this amount from the total amount payable in claims, $98,000, 
leaves a balance of $52,136. Dividing this sum equally among 
the 10,000 who were insured, each policy must contribute toward 
I)ayment of death claims of the year, $5.21, the cost of insurance 
for that year. For an individual policy: 


Reserve;, beginning of year. $459.42 

Interest at 3 per cent. 13.79 

Total. $473.21 

Less cost of insurance. 5.21 

Reserve, end of year. $468.00 


Effect on Reserves of Changes in the Assumed Rate of Interest. 

The effect of using a lower assumed rate of interest in calculating 
the net premium and reserve is to increase both; the effect of 
using a higher rate of interest is to decrease them. 

If it is assumed that a lower rate of interest will be realized 
in the future, larger net premiums will be required in order to 
provide the sums payable in death claims as they fall due, while 
if a higher rate of interest is assumed, a smaller net premium will 
be sufficient. It might be thought from a consideration of the 
retrospective or accumulative method of calculating reserves 
that an increase in the rate of interest would result in increasing 
the reserve, but, as has just been stated, an increase in the rate 
of interest implies a low^r net premium. The result of accumu¬ 
lating the lower net premium at the higher rate of interest is to 
produce lower reserves. The difference between reserves on two 
different interest bases must decrease as the number of years in 
force increases since, whatever the rates of interest may be, the 
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reserve must finally equal the amount of insurance when the 
limiting age of the mortality table is reached. 

The extent of the difference in reserves arising from a change 
in the rate of interest is illustrated in the following table, which 
shows the amount of the reserve at 3 and at 4 per cent for various 
numbers of years in force in the case of an ordinary life policy of 
$1,000 issued at age twenty-five. 


Ordinary Life Policy FOR $1,000. Age Twenty-five. American 
Experience Table 


Years 

3 per cent 

4 per cent 

Difference as 

in force 

Reserve 

Reserve 

percentage of 

4 per cent Reserve 

(1) 

(2) 

(3) 

(4) 

5 

$ 45.76 

$ 36.59 

25 

10 

98.94 

80.32 

22 

15 

160.36 

133.91 

20 

20 

230.50 

196.87 

17 

30 

394 11 

851.75 

12 

40 

570.12 

528.49 

8 

50 

728,07 

694.82 

5 

60 

859.44 

838.96 

2 

70 

954.76 

947.33 

1 


After 5 years the excess of the 3 per cent reserve over the 4 per 
cent reserve is 25 per cent of the latter; the excess has fallen to 
17 per cent by the twentieth and to 8 per cent at the end of the 
fortieth year. Since both calculations are based on the same 
mortality table, the reserve on each basis will ultimately become 
the same at the limiting age of the table. 

It is sufficient to remember the general effect of changing the 
interest rate and to realize that where the contract has many 
years to run, as in the case of an ordinary life policy taken at 
an early age, the effect of interest is more considerable, so that 
the difference will be greater in such circumstances. In policies 
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which run for short periods, such as a 10-year term policy, the 
difference in reserve arising from a difference in the assumed 
interest rate would be small. 

The foregoing paragraphs refer to individual policies. The 
effect of a change in the reserve rate of interest on a company's 
whole business will depend on the distribution of the existing 
policies by plan, age and duration. For an average company 
with a normal distribution of business a reduction of }4 per cent in 
the reserve rate of interest would mean an increase in the total 
reserve of about 5 per cent. In the United States it is not 
customary to change the basis of reserves under existing contracts 
when a new basis is adopted for new policies. As a rule reserves 
are held for outstanding life insurance policies on the basis upon 
which the premium rates were computed. 

Effect on Reserves of Changes in the Assumed Rate of Mor¬ 
tality. —The effect on reserves of changing the mortality table 
while keeping the rate of interest the same cannot be explained 
so simply. The important thing to realize is that it is not neces¬ 
sarily true that a table which shows a high rate of mortality will 
give high reserve values or that a table which shows a low rate 
of mortality will give low reserve values. The criterion for 
determining whether any particular mortality table will give 
reserves which are relatively high or low as compared with those 
by some other table is the relative rapidity of increase in the rate 
of mortality as age increases. As one table may show higher rates 
of mortality, as compared with another table, at certain ages, 
and lower rates at other ages, it follows that reserves may be 
higher on a specified table for certain ages and durations but 
lower for other ages and durations. This is often the case. For 
example, a select mortality table shows rapidly increasing rates 
of mortality in the early years following entrance. Such a table, 
accordingly, shows higher reserves for short durations than a 
table where there is no such rapid change in the mortality rate. 
In general, where the curve formed by charting the rate of 
mortality is steeper by one table than by another (even where 
the rate of mortality by the former table falls below that by the 
latter), reserves by the former table will be higher. 
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These principles are illustrated by the following figures which 
show the reserve required in the early years for an ordinary 


Ordinary Life Policy for $1,000. Age Twenty-five 


1 

Years 

in 

force 

Rate of mortality 

Reserve 

American 

Experience 

Table 

Select 

Table 

American 

Experience 

Table 

Select 

Table 

1 

8.07 

2.81 

8.60 

13.20 

5 

8.35 

6.14 

46.76 ! 

60,00 

10 

8.83 

8.14 

98.04 

1 

i 

119.40 


life policy of $1,000 taken at age twenty-five, according to the 
American Experience Table and according to a certain select 
mortality table, each at 3 per cent. The rate of mortality in the 
American Table is higher throughout than in the select table— 
being, in fact, almost three times as great in the first year. 

The reserve at the end of the fifth year calculated on the basis 
of the American Experience Table is only about three-quarters 
of that produced by the use of the select table. This difference 
gradually diminishes with increasing duration and age in the same 
way as the difference in reserves arising from the use of different 
rates of interest. This may be understood in a general way by 
remembering that, in the case of the select table, fewer deaths 
occur in the early years and that while it is true that the premium 
required by the select table is smaller than by the American table, 
this difference is spread over the whole of life (or the whole 
duration of the policy), whereas the saving in claim payments is 
largely concentrated in the few years following issue. 

A change in the rate of mortality may affect only certain ages 
or durations in the same direction, whereas a change in the 
interest rate operates in the same direction at all ages and dura¬ 
tions. A consideration of these principles will make it clear that 
reserves by the American Men (AM (5)) Table will, in general, be 
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greater than by the American Experience Table, since the former 
table shows lower rates of mortality at the lower ages and about 
the same rates later, i.e.j a more rapid increase from the lower to 
the higher ages. 

The effect on the total reserves of an average life insurance com¬ 
pany of changing the mortality table is, generally speaking, 
much less than the effect of changing the interest rate. As has 
been (ixplairuid a n^ductioii in the interest rate of one half of one 
per cent would increase the aggregate reserves by about 5 per 
(^ent. The difference in total reserves as between any of the 
mortality tables which might be adopted (assuming no change 
in interest rate) would in most cases not be more than half of that. 
It is a common idea that the use of an old mortality table like 
the American Experience Table implies much larger reserves 
than are necessary. A more modern Table will, in most cases, 
require a higher rather than a lower total reserve although the 
actual differen(;e will not likely be, in the aggregate, more than one 
or two per cent. 

Question of Adopting New Tables. —In 1911 the National 
Convention of Insurance Commissioners suggested that it was 
desirable that life insurance companies should make a joint 
investigation of current mortality experience in order to obtain 
a mortality table which would be up-to-date, and which would 
more nearly reflect actual experience than the American Experi¬ 
ence Table. ^ It was presumed, correctly, that a new table would 
show lower net premiums, and many, no doubt, supposed that this 
implied also lower reserves. In response to that suggestion the 
companies of the United States and Canada made an investiga¬ 
tion of their mortality experience covering the years 1900 to 1915, 
and in 1918 two new tables known, respectively, as the Ameri¬ 
can Men^^ Table and the Canadian Men'' Table were published. 
The use of these tables, as was anticipated, produced lower net 
premiums than those based on the American Experience Table. 
Reserves by the new tables, however, were, generally speaking, 

1 The same suggestion was made again in 1938 and the question of the 
desirability of preparing another mortality table is under consideration 
at the present time. 
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increased instead of diminished. The new tables have been 
adopted to some extent and their use is permitted by most, but 
not all, states. The majority o£ companies, however, have 
retained the former basis and the American Experience Table 
thus remains the customary standard. So far as premium rates 
are concerned, it is of very little importance in the case of a 
mutual company whether the net premiums are low or high, 
since, as has been explained, the gross premiums are in any case 
nearly always much larger than is necessary. The actual cost 
to the insured in such a company is determined by the dividend 
scale and not by the gross premium, while the gross premiums 
can, if thought necessary, be reduced by reducing the loading 
without changing the basis of the net premium. It will be seen, 
therefore, that so far as mutual companies (issuing participating 
policies) are concerned there is no particular advantage to 
policyholders in the adoption of a mortality table calling for 
somewhat lower net premiums. On the contrary a reduction in 
gross premiums means a lower safety margin. For non-par¬ 
ticipating policies it is necessary to use a reasonably *Hrue” 
mortality table. Gross premiums charged for non-participating 
policies may, therefore, be, and sometimes are, actually less 
than the net premiums on the basis upon which reserves are 
held in accordance with state standards. The reserve basis 
in such circumstances has no relation to the true net premiums 
upon which actual gross premiums are based. In New York 
the law requires a company which issues policies at gross pre¬ 
miums lower than the net premiums by the reserve standard 
to set up the value of the difference as a ‘‘deficiency reserve.” 
This is quite unnecessary since the reserve basis is purely artificial 
in such a case. 

There are some practical objections to the adoption of a mor¬ 
tality table involving higher reserves. Higher reserves would, 
doubtless, mean higher cash values, since cash values are always 
based on reserves. Higher cash values would, in turn, result in 
longer periods of extended insurance in the case of lapsing 
policies.^ The period of extended insurance would also be 

^ See p. 201. 
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increased because of the lower rates of mortality by the new table, 
which would result in lower cost of term insurance, so that the 
effect, in this connection, of changing the mortality table would be 
twofold. While, theoretically, that is no reason for rejecting 
a new table, the fact is that when all factors are taken into 
consideration, the cash values and other non-forfeiture options 
(paid-up and extended term insurance) at present granted by 
many companies are already too liberal. State laws are more 
interested in generous treatment of lapsing policyholders than 
in protecting the equities of those who remain, while competitive 
conditions are responsible, to some extent, for unduly favorable 
surrender values. 

Again, lower premium rates would probably mean lower earn¬ 
ings by agents. While lower commissions would be an advantage 
to the policyholder, it is impracticable to make radical changes in 
(commission scales which would result in reducing the earnings 
of the average agent—which are now far from excessive. On 
the whole, the advantage of working with an up-to-date table is 
largely theoretical and is offset by various practical disadvantages 
and difficulties. 

Surrender Values. —When a policyholder withdraws he cannot 
receive back the premiums which he has paid in, much less the 
premiums with interest thereon, as withdrawing policyholders 
sometimes expect to do. The tables showing the accumulation 
of the reserves illustrate the disposition made of the net premiums 
received and show that death claims are paid out of the general 
fund which is drawn from all of the premiums received by the 
company and not solely from premiums received on those policies 
which become claims. Any amount paid to a withdrawing 
policyholder in respect of his interest in the general reserve fund 
must, therefore, be less than his net premiums accumulated at 
interest and much less, of course, than the accumulated gross 
premiums.^ 

Reserves on Individual Policies. —If the total reserves of a 
coitipany (in respect of precisely similar policies) were divided 
equally among the surviving policyholders—for example, refer- 

i Surrender values are more fully considered in Chap. IX. 
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ring to the table on page 123, if $8,962.45 were divided by 79, 
or if $4,615.74 were divided by 21, or if $945.01 were divided by 
3—the result would be the amount of the reserve at the end of 
the first, second, and third years, in respect of each policy still 
in force. Some misconception may arise, however, if this is 
done, as such a procedure involves the assumption that a definite 
amount of the total funds of the company is applicable to each 
policy. It is not correct to consider the total fund, or rather the 
total reserve, of a life insurance company as divisible among 
or attributable to individual policyholders in this way. It is only 
through the cooperation of large numbers of persons that life 
insurance is possible, since no one knows which of those who 
are insured will be the first to die. If an equitable apportion¬ 
ment of the fund were required to be made, as, for example, in 
event of the company being wound up, such an apportionment 
should, strictly speaking, take into account the relative state of 
health of the various members and their consequent respective 
chances of survival. Thus, it is clear that a policyholder in poor 
health would be entitled equitably to a larger share of the aggre- 
c^gate reserve than one who is in good health since the value of his 
contract, as measured by the relative chances of death, is greater. 
Nevertheless, it is usually necessary, for practical reasons, to 
consider that the reserves of individual policies are the pro 
rata shares of the total reserve. For example, in determining 
cash surrender values, the reserve for an individual policy (upon 
which the cash value is based) is always considered to be the pro 
rata share of the total reserve on all precisely similar policies in 
force for the same time. If it were necessary to wind up a life 
insurance company and pay off its policyholders in cash, the net 
assets available for distribution would probably be distributed in 
proportion to individual reserves, although it is evident that great 
injustice may thus be done to some, since those who are in bad 
health would be unable to obtain insurance elsewhere on the 
same terms. 

Under the provisions of the Canadian law (Winding-up Act, 
1932) holders of policies are entitled, in event that the company 
is wound up, to claim for ^Hhe value of their respective policies'^ 
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and it is provided that this value is not to be less than the amount 
the policyholder could have claimed under the terms of his 
policy, i.e.j the cash value. 

The idea that each policyholder has some sort of legal right to a 
pro rata share of the total reserve was originated in this country 
by Elizur Wright, the Commissioner of Insurance of Massa¬ 
chusetts, in 1858. Calculations of these ^rindividual reserves^' 
were made by him for all policies on the lives of residents of the 
state and a record of them kept in his office. Policyholders were 
invited to refer to these records in order to determine how much of 
the total reserve of the company in which they were insured was 
applicable to their j)olicies, the implication being that such 
amounts were their personal shares of the company\s assets. 
This entirely erroneous idea has unfortunately gained a very firm 
footing and is partly responsible for unsound state laws in regard 
to minimum surrender values and for the unduly large surrender 
values which are now common. 

General Considerations. —The necessity for the possession by 
a life insurance company of large reserve funds will now be 
obvious to the reader. The finances of each group of policy¬ 
holders are worked out in the maimer which has been illustrated 
in the tables on pages 123 and 125. The premiums paid and 
accumulated in the manner shown are exactly sufficient to pay 
all claims as they fall due, leaving nothing over after the last 
death has occurred, although for some time a considerable fund 
remains on hand. In large companies, therefore, it is clear that 
the amount of accumulated reserve must be very large, since 
there are groups of policyholders at all ages whose policies have 
been in force for varying periods. 

The word reserve is a misnomer or, at any rate, does not 
have in the case of a life insurance company the same meaning 
as is usually applied to it in the case of ordinary commercial 
undertakings where reserve^’ is often synonymous with ‘^sur- 
plus.^^ Not only is the reserve of a life insurance company 
not surplus, but it is a liability to be regarded as in the nature of a 
trust fund held for the policyholders. If the company does 
not maintain a sufficient reserve it is insolvent, and will eventu- 
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ally be unable to pay death claims. The reserve is, in fact, the 
most important of a life insurance company's liabilities, and may 
form as much as 80 or 90 per cent of the total liabilities of an 
old-established company. 

Comparisons Based on the Reserve. —The reserve basis is 
naturally one of the most important elements in determining the 
strength of a company. 

A mere ratio of the amount of reserve to the amount of insurance 
is, however, almost certain to be misleading. In a young com¬ 
pany the percentage of the reserve to the insurance in force 
must be much lower than in an old company, even if the basis 
is the same, since the majority of the policies in the former com¬ 
pany are recently effected. The same situation will arise as 
between two companies one of which is doing a relatively larger 
new business and which will therefore have a lower average 
age and duration of its policies than the other company. A 
comparison, therefore, of the ratio of reserve to total insurance 
in force in two companies is in itself no indication of their true 
relative strengths or degrees of solvency. An old company 
with a comparatively high proportion of reserve to insurance in 
force might nevertheless be in a weaker financial condition than 
a young company with a low ratio of reserve to insurance in force 
even where the reserve basis was the same. For example, its 
investments might be of poorer quality. A better measure of 
relative strength is the ratio of surplus funds to reserves but the 
basis upon which the reserves are calculated, the character of 
the investments forming the reserves and surplus funds, and also 
the character of the management are the primary considerations. 
Nothing conclusive as to relative financial strength can be learned 
from a mere comparison of figures. 



CHAPTER VII 


PRELIMINARY TERM AND MODIFIED PRELIMINARY 
TERM RESERVE SYSTEMS 

Undor practical conditions the expenses connected with the 
issue and care of a life insurance policy are very much greater 
in the first year than in subsequent years. For example, the 
rate of commission is generally higher in the first year, and certain 
expenses, such as the cost of the medical examination, the inspec¬ 
tion of the risk, and the preparation and recording of the policy 
itself, occnir only at the time of issue. But the loading contained 
in the gross premium is the same ever}’' year. The loading con¬ 
tained in the first premium is usually insufficient to pay the actual 
and necessary expenses connected with the issue of the policy, 
while in later years the loading may considerably exceed expenses. 
To meet this situation the company could, theoretically, charge a 
higher premium in the first year than in subsequent years, the 
net premium being the same but the loading more. There are 
obvious practical objections to this solution of the difficulty. 
The practical method of meeting the situation is to regard the 
excess first-year expense (i.e., the excess of expenses over loading) 
as a hart to be liquidated out of later loadings. 

It has been explained that when a policy is issued the net 
premium for the first year {with interest thereon) has two pur¬ 
poses: (1) to pay the cost of insurance in the first year and (2) 
to provide the first-year reserve. Thus, in the case of an ordinary 
life policy for $1,000 issued at age thirty-five we have (on the basis 
of the American Experience Table with 3 per cent interest): 


Net premium. S21.08 

Interest thereon at 3 per cent. .63 

Total. $21.71 

Cost of insurance. 8.83 

Balance = reserve. $12.88 
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Without depleting the reserve fund nothing can be borrowed 
from the first-year net premium to supplement the loading, so 
that if the full reserve is to be set up, the ^^loan'^ for additional 
expense must be made from the surplus funds of the company. 
That is, in fact, exactly what takes place in regard to every 
policy issued upon which the full first-year reserve on the net 
level premium basis is set up. 

It will make the situation clearer to consider a specific case. 
Under existing conditions it is absolutely necessary to meet 
expenses amounting to about 70 per cent of the first premium on 
an ordinary life policy of average amount. On this basis the 
facts in regard to an ordinary life policy of $1,000 issued at age 
thirty-five at a gross premium of $26.35 might be as follows: 


Gross premium. $26.35 

Initial expense at 70 per cent. 18.45 

Balance. $ 7.90 

Interest at actual rate (say 4 per cent). .32 

^ Total. $ 8.22 

» Actual cost of insurance at 40 per cent (say) of 

American Experience Table'. 3.53 

Balance. $ 4.69 

First-year reserve. 12.88 

Deficit drawn from surplus. $ 8.19 


^Because erf medical examination etc., the oc^uo/ “cost of insurance” will be considerably 
below the tabular cost by the (ultimate) table in the first year. 


As a matter of fact, the situation is worse than appears from these 
figures because the liability actually created is not the terminal 
reserve but the mean reserve at Dec. 31, following issue, which 
amounts to $16.98. Allowing for the fact that before that time 
only a very small charge will have been incurred for first-year 
death claims, it will be seen that the effect of putting the policy on 
the books is to reduce surplus at the end of the calendar year by 
nine or ten dollars. 

In strong and well-established companies there is not only a 
substantial surplus fund which can be used in this way as '*work- 
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iiig capital/^ but the advances in respect of previous years^ 
issues are being repaid by deductions from the renewal loadings, 
so that the net strain from the expense of writing a large amount 
of new business is not necessarily a serious matter. In a recently 
formed company, or in a company which has a relatively small 
surplus fund, the situation would be quite different. If it were 
necessary to set up as a liability the first-year mean reserve on the 
net level premium basis, such a company would be compelled to 
place a voluntary restriction on the amount of miw business it 
could issue in any one year. It is, however, not necessary to set 
up that liability. The actual situation is that the company can¬ 
not limit expenses in the first year to the loading in the first 
premium while in years after the first, the whole of the loading 
will not be required for expenses. There is no good reason why 
this practical fact should not be taken into account and the 
reserve fund adjusted to correspond with the actual situation. 
This means setting up less than the full reserve at first but making 
it up later by supplementing renewal net premiums by part of the 
renewal loadings. This is, in fact, what is done by many, indeed 
the majority of, American companies under the preliminary term 
and modified preliminary term reserve systems. These systems 
are, within proper limitations, financially sound. They are 
merely modifications of the full net level premium system adapted 
to take account of the practical situation in regard to the incidence 
of expense. In all such systems a lower reserve is offset by a higher 
net premium after the first year, the additional net premium 
coming out of what would be loading if the full reserve had been 
set up from the start. The reduction from the full reserve is, in 
effect, a loan (paid out of the first net premium) to help in paying 
first-year expense. This loan will gradually be liquidated out of 
renewal loadings. The time required to repay this loan and build 
up the full level premium reserve may be an arbitrary number of 
years or the process may be spread over the whole of the premium¬ 
paying period. 

Full Preliminary Term System. —In view of the fact that 
death claims will occur even in the first policy year, the loan 
which can be made out of the first-year net premium is limited 
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to such an amount as will h^avc sufficient of the net premium to 
pay death claims occurring in that year. That is the maximuniy 
although such a maximum loan may not be necessary. If th(^ 
maximum loan is taken, the first-year terminal reserve will b(i 
entirely extinguished, since none of the net premium remains 
at the end of the policy year. Also, the amount to be re^paid 
annually out of renewal loadings will be correspondingly high. 
In fact, the situation in that case is that, for the future, the 
company will require a not premium of the same amount as if 
the policy had been issued at the end of the first year at an age 1 
year higher—since the entire first-year gross premium has been 
spent on expenses and death claims. In effect, the company 
treats the policy, as far as reserves are concerned, as if it were term 
insurance for 1 year, followed by life insurance beginning at the 
end of the first year—hence the expression “preliminary term.^^ 

While it is admitted that some part of the first-year net 
premium must be used for excess initial expense, it does not follow 
that it is either necessary or desirable in all cases to spend the 
^limit, i.e.y all but enough of the first net premium to take care 
' of first-year death claims. The amount of the loan ought to be 
limited by two considerations: (1) the amount which the company 
really needs under existing conditions to pay for new business 
without extravagance and (2) the margin of renewal loading 
remaining after reducing the actual renewal loading by the 
amount necessary to liquidate the loan, f.c., by the additional 
net premium. 

This will best be illustrated by a numerical illustration of 
the application of the full preliminary term system to two differ¬ 
ent kinds of insurance, ordinary life and 20-year endowment. 
Non-participating policies would be best for illustration, but 
unfortunately the artificial reserve requirements for such policies 
introduce complications which w^ould affect the argument, and 
since the majority of life insurance policies are participating, 
it is desirable to consider the situation on that basis. The 
figures will first be set out in tabular form, using normal gross 
premium rates and adopting as a reserve basis the American 
Experience Table with interest at 3 per cent. 
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Referring to the tabulation given below it will be seen that 
in the first year, after setting aside $8.68 to pay for death claims, 
there remain $17.67 of the ordinary life premium and $41.07 
of the 20-year endowment premium, all of which is to be used 
for expenses. If that is done, nothing whatever will remain at 
the end of the first policy year. On this basis, therefore, the 
terminal reserve at the end of the first year (all plans of insurance) 
is zero. 


iLLirSTHATlON OF THE OPERATION OF THE FULL PRELIMINARY TeRM SySTEM 

American Experience Table, 3 Per Cent, Age 35 



Ordinary 

Life 

20-year 

Endowment 

Eirsl year: 

(1) Gross premium per $1,()(X). 

$26.35 

$49.75 

(2) Net premium (regular level premium 
basis). 

21.08 

41.97 

(3) Loading (regular level premium 

basis). 

$ 5.27 

$ 7.78 

(4) Net premium for 1-year term insurance 

8.68 

8.68 

(5) (2) im- (4) 

— ^‘Loaii^* or ^^extra loading^^ in first 
year. 

12.40 

33.29 

(6) (3) plus (5) 

— Total available for first-year ex¬ 
penses . 

17.67 

41.07 

(7) (6) as per cent of (1). 

67% 

83% 

After first year: 

(8) Net premium required. 

21.74 

44.41 

(9) (1) kss (8) 

“effective renewal loading. 

4.61 

5.34 

(10) (8) less (2) j 

“additional net premium.| 

0.66 

2.44 


At the end of the calendar year of issue there will remain, 
on the average, one-half of the amount set aside for paying claims 
in the first policy year, i.e., $4.34, which is the first-year mean 
reserve on a 1-year term policy, and the reserve which the com¬ 
pany will hold at Dec. 31 for each $1,000 of insurance irrespective 
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of plan or the amount of the gross premium received. By the 
end of the policy year this amount will have been exhausted 
and the reserve reduced to nil.^ 

It has been stated that the first consideration in determining 
the propriety of the full preliminary terra system is whether or 
not there is a real need for an initial expense allowance as large 
as that system provides. The figures given above show that 
for the ordinary life policy illustrated the total amount available 
for first-year expenses is 67 per cent of the gross premium, which, 
as already stated, is approximately the amount which a company 
must spend in order to get business. In the case of the endow¬ 
ment policy, however, the amount available is 83 per cent of 
the premium which is too high. The actual percentage of 
first-year expenses to first-year premium on an endowment 
policy is—because of lower commission rates—lower, not higher, 
than for an ordinary life policy, and it is certainly not necessary 
to spend 83 per cent of the first premium. Probably the neces¬ 
sary expense ratio is not more than about 50 per cent. The first 
requirement therefore is satisfied in the case of the ordinary life 
policy but not in the case of the endowment policy. 

The second criterion of the propriety of the full preliminary 
term system is the sufficiency of the renewal loading. The figures 
show that the ordinary life policy will require on the preliminary 
term basis a renewal net premium of $21.74, which is simply 
the regular net premium for an ordinary life policy issued at age 
thirty-six, and, for the endowment, a renewal net premium of 
$44.41, which is the regular net premium for a 19-year endow¬ 
ment policy issued at age thirty-six. These net premiums are 
necessary because, in each case, the entire amount of the first 
gross premium is presumed to have been spent. Since gross 
premiums to be received in future will not be increased, the 
effect is to decrease the available loading. On the ordinary 

^ Here again the actual mortality experience in the first year will undoubt¬ 
edly be less than the expected or tabular mortality. The amount of the 
difference will be surplus. The basis upon which the reserve is calculated 
assumes that the company will experience the full tabular rate of mortality 
by the table used. 
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life policy it is reduced by 66 cents, i.e., from $6.27 to $4.61. 
On the endowment policy it is reduced by $2.44, i,e., from $7.78 
to $5.34. These reduced loadings would be sufficient for renewal 
expenses. The illustrations are, however, based on participating 
policies, under which a substantial part of the loading is intended 
to be refunded as a dividend.^' The effect will be to reduce 
the dividend and increase the net cost. While the reduction in 
the case of the ordinary life policy is only about 12 per cent 
of the loading, on the endowment policy it is 31 per cent of the 
loading. Thus the extravagance of the first year in the latter 
case causes a reduction in effective renewal loading below the 
amount necessary to allow a reasonable net cost on a competitive 
basis. 

The conclusion is that in the case of the ordinary life policy 
the full preliminary term system is both justifiable and practical, 
while in the case of the endowment policy it is neither. A similar 
analysis could be applied to other forms of policies. In general, 
for low-cost policies, such as limited payment life policies with 
long periods of premium payment and perhaps also long-term 
endowments, both of the criteria will be satisfied; while in the 
case of higher priced policies, such as short-term limited payment 
life policies and the majority of endowments, they will not be 
satisfied. There will, of course, be a border-line group where 
the question of extravagance in initial expense or insufficiency 
of renewal loading under the full preliminary term system will be 
doubtful. 

Only two states (Oregon and Texas) now permit the unre¬ 
stricted application of the full preliminary term system to all 
kinds of policies. Practically all states allow it with specified 
limitations as to plan. Clearly, the unrestricted use of the sys¬ 
tem is not to the interest of policyholders since it permits the 
company to pay excessive commissions in order to secure business 
on the higher priced plans. Any unnecessary expense will, of 
course, increase the cost of insurance over what it should be. 
Indeed a company which uses the full preliminary term plan 
for all classes of policies would naturally tend to have an unduly 
large proportion of its business on the higher priced plans, for 
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which it is outbidding other companies by paying higher com¬ 
missions. This would accentuate the weakness of its position in 
regard to renewal expenses and dividends. In extreme cases, 
such as very short term endowments, the renewal net premium 
necessary under the full preliminary term system might even 
exceed the full gross premium payables Such policies contain 
a very high proportionate investment element in the premium, 
and it is quite improper to use a large part of the first year^s 
net premium for expenses. 

Under the full preliminary term system, reserve accumulation 
starts 1 year late, and the full reserve on the level premium 
basis is not reached until all premiums have been paid. Thus 
the whole premium-paying period is required to make up the 
‘‘lost ground.’’ This means a larger “net amount at risk” 
and consequently a higher “cost of insurance” than on the 
regular net level premium basis since both will correspond to an 
age one year older. The increased net, premium provides for the 
additional cost of insurance and acc^retion of reserve. The 
following table illustrates the comparative reserves on the two 
^ases: 

Comparison of Reserves on the Net Level Premium Plan and the 
Full Preliminary Term Plan. American Experience Table— 

3 Per Cent. Age Thirty-five. Face Amount $1,000 
(Reserves taken to near dollar) 


Years 

in 

Ordinary life 

20-pay men t 
life 

20-year 

endowment 

10-year 

endowment 

force 

N.L.P. 

F.P.T. 

N.L.P. 

F.P.T. 

N.L.P. 

F.P.T. 

N.L.P. 

F.P.T. 

1 

$ 13 

S — 

$ 22 

$ ~ 

$ 35 

$ — 

$ 84 

$ — 

2 

26 

13 

45 

24 


37 

171 

95 

3 

40 

27 

68 

48 

108 

76 


193 

4 

54 

41 

92 

73 

146 

115 

355 

296 

5 

68 

56 

118 

99 

186 

157 

452 


10 

146 

135 

256 

242 

407 

386 

mxiM 

1,000 

16 

233 

223 

418 

411 

674 

662 



20 

328 

318 

610 


MPtinm 




30 

1 523 

617 

723 

723 
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The distinguishing features of the preliminary term system 
ean be seen from the above table. In all cases the reserve at the 
end of the first year is nil. This establishes a deficit’^ as com¬ 
pared with the full net level premium reserve, the amount of 
which depends upon the type of policy. In the case of the ordi¬ 
nary life policy the full reserve is not attained until extreme old 
age, but the diflercnce is small and is being reduced every year. 
Where premiums are limited, the full reserve is made up when all 
premiums have been paid. This means a more rapid reduction 
for a short premium-paying period than for a long one, although 
the initial difference is larger where the number of premiums 
payable is smaller. The tables also shows that, on the preliminary 
term basis, cash values and other non-forfeiture options depend¬ 
ing thereon will (assuming the same scale of surrender charges) 
be substantially less during the premium-paying period than on 
the regular reserve basis, particularly for high-priced policies. 
This again accentuates the disadvantage to the policyholder 
of* unduly large first-year expense. The table also illustrates the 
strain on renewal loadings, that is to say, the ri'diiction in 
effective renewal loadings available for renew^al expenses. Thus, 
in the case of the 10-ycar endowment i)olicy, the increase in 
reserve in the early years is seen to be about $10 a year more than 
on the net level premium basis, while the cost of insurance also is 
higher because of the greater net amount at risk. 

It will be clear from the foregoing paragraphs that the unre¬ 
stricted application of the full preliminary term plan is not only 
unnecessary but is wrong, i>ermitting extravagance in paying 
for new business and therefore improperly increasing the cost of 
insurance to the policyholder. 

Modified Preliminary Term Systems. —The considerations 
just discussed have given rise in many states to legal limitations 
on the use of the full preliminary term system. Where such legal 
restrictions have been adopted, the application of the full pre¬ 
liminary term system is limited to certain forms of policies, 
while for other policies a rule is set up by which the company 
must retain and place in the reserve fund a part of the first-year 
net premium. The general principle is that, while the first-year 
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loading is, under all forms of policy, admittedly insufficient for 
first-year expense, the part of the first-year net premium which 
is to be borrowed^’ should be limited to what is reasonable and 
necessary. 

Such a limited application of the full preliminary term system 
is called a modified preliminary term plan. The expression 
implies (1) full preliminary term, with no first-year terminal 
reserve, for specified forms only; (2) a partial first-year terminal 
reserve on other forms; and (3) full net level premium reserve 
under all plans when all premiums called for by the contract have 
been paid or, under certain modifications, at an earlier date. 
It will be seen that the expression ‘‘modified preliminary term” 
does not refer to one specific basis of accumulating reserves but 
is the description of a group of reserve systems, the same in 
principle but differing in detail. 

The two principal modified preliminary term systems in use in 
this country are the Illinois Standard and the Ohio Standard, 
Under the Illinois Standard, the application of the full preliminary 
term plan is permitted for all policies for which the premium 
charged does not exceed the premium for a 20-payment life policy. 
The Ohio Standard permits full preliminary term, except for 
limited payment and endowment policies providing for less than 
20 premiums. 

The difference in application of these rules can be seen by 
considering a 30-year endowment insurance policy. At the higher 
ages the premium for a 30-year endowment policy may be less 
than for a 20-payment life policy. If so, both Illinois and Ohio 
systems allow preliminary term reserves. At lower ages the 
30-year endowment premium would exceed the premium for a 
20 payment life policy. Preliminary term reserves would then 
not be permitted under the Illinois Standard but would be 
permitted under the Ohio Standard. 

Illinois Standard, —The Illinois Standard is the more important 
of the two and is so widely used that it is the system generally 
understood when “modified preliminary term” is mentioned. 
The details of the plan, in its application to those forms for 
which full preliminary term is not permissible, f.e., policies under 
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which the premium exceeds that for a 20-payment life policy at 
the same age, are somewhat technical and are of interest chiefly 
to actuaries, but in view of the importance of the subject and 
of the diflSculty of understanding the method merely from a 
perusal of the law, it is desirable to give some explanation of the 
plan here. 

The section of the Illinois law which deals with this subject^ 
is as follows: 

Policies issued by companies doing business in this State may provide 
for not more than one year preliminary term insurance by incorporating 
in the provisions thereof, specifying the premium consideration to be 
received, a clause plainly showing that the first yearns insurance under 
such policies is term insurance, purchased by the whole or a part of 
the premium to be received during the first policy year. 

If the premium charged for the first policy year under a limited pay - 
ment life preliminary term policy providing for the payment of all pre¬ 
miums thereon in less than twenty years from the date of the policy or 
under an endowment preliminary term policy, exceeds that charged for 
the first policy year under twenty payment life preliminary term policies 
of the same company, the reserve thereon at the end of any year, 
including the first, shall not be less than the reserve on a twenty pay¬ 
ment life preliminary term policy issued in the same year at the same age, 
together with an amount which shall be equivalent to the accumulation 
of a net level premium sufficient to provide for a pure endowment at the 
end of the premium-payment period, equal to the difference between 
the value at the end of such period of such a twenty payment life 
preliminary term policy and the full net level premium reserve at such 
time of such a limited payment life or endowment policy. The pre¬ 
mium-payment period is the period during which premiums are con¬ 
currently payable under such twenty payment life preliminary term 
policy and such limited payment life or endowment policy. 

It will be noted that the law refers, not to the net premium, but 
to the ‘‘premium charged^' as the premium which determines 
whether the limitation applies, but for this purpose it is usual to 
assume that, where the net premium for a specified policy exceeds 
the net premium for a 20-payment life policy, the gross premium 

^ Revised Statutes 1937, c. 73, §835 (3). 
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for the same policy will exceed the gross premium for a 20-pay- 
ment life policy, although that is not necessarily the case. A 
literal interpretation of the law would mean that different com¬ 
panies were affected differently according to their gross premium 
scales. 

The moaning of the above quoted section of the Illinois law 
will best be made clear by a numeri(*al illustration. Take, for 
example, a 20-y('ar (endowment policy, ago at issue thirty-five. 
On the basis of tlu^ American Experience Table at 3 per cent the 
net premium is $41.97. This exceeds the net premium for a 
20-payment life policy, which is $29.85. Hence the limitation on 
the use of full preliminary term applies. The ^‘premium pay¬ 
ment period’^ is, in each (*ase, 20 years. The reserve for the 
20-year endowment policy must therefore be (at least): 

1. The reserve for a 20-payment life policy on the full pre¬ 
liminary term basis, plus 

2. The reserve for a 20-year pure endowment of the difference 
between the full reserve at the end of 20 years for the 20-year 
endowment policy {i.e.y in this case, the face amount) and the 
twentieth year reserve on the preliminary t(Tm basis for a 
20-payment life policy as in 1. 

In the tenth year, for example, part 1 above is the ninth-year 
reserve for a 19-payment life policy issued at age thirty-six, 
which is $242.28. For part 2: 

Twentieth year reserve on 20-year endowment policy = $1,000.00 
Twentieth year reserve on 20-payinent life policy = 609.92 

*^Face amountof pure endowment = $ 390.08 

The pure endowment net premium required to accumulate 
$390.08 in 20 yc'ars is $12.12 and the accumulation of this latter 
premium in 10 years is $151.67.' 

Hence the Illinois Standard M.P.T. reserve for the tenth year is 
$242.28 + $151.67 == $393.95. Obviously the reserve at the 
maturity date is $609.92 (19-payment life reserve age thirty-six) 
+ $390.08 = $1,000. 

‘ These figures are the result of actuarial calculations which may be 
accepted as correct. 
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Where premiums are payable for less than 20 years, the full 
reserve must be made up by the end of the premium-payment 
period. Thus in the case of a 15-payment life policy, for exam¬ 
ple, the reserve consists of part 1 as above plus the reserve on a 
15-year pure endowment of the difference between the fifteenth- 
year full reserve for a 15-payment life policy and the fifteenth- 
year reserve on the full preliminary term basis for a 20-payment 
life policy, as in part 1.. 

Where premiums are payable for longer than 20 years (and 
where the net premium exceeds the 20-payment life net premium), 
the full reserve must be made up in 20 years in accordance with 
the last sentence in the paragraph quoted from the law. Thus, 
in the case of a 25-year endowment polit^y, the M.P.T. reserve 
on this standard equals the full net level premium reserve at and 
after the end of 20 years (since that is the time during which 
premiums are concurrently payable with those on a 20-payment 
life policy), the pure endowment in that ease being for the dif¬ 
ference in reserve at the end of 20, and not 25, years. 

The important point is that, on the Illinois Standard system, a 
reserve is required at the ('iid of the first policy year for all policies 
carrying a premium rate higher than that for a 20-paymcnt life 
policy. That reserve is the accumulation for 1 year of the first 
premium for a pure endowment of sufficient amount to make up 
the full reserve at the end of the twentieth year, or at the end of 
the premium-payment period, if sooner. The first-year reserve 
depends on the kind of policy and becomes greater as the premium 
payable increases. Thus, the extravagance permitted by the full 
preliminary term plan when used without restriction is eliminated. 

The practical effect of using the Illinois Standard M.P.T. 
system, as far as the company is concerned, is to regulate (1) 
the first-year expense provision and (2) the amount of the reserve. 
The amount available for first-year expense (without drawing on 
surplus) will be the gross premium less the sum of (1) net premium 
for 1-year term insurance and (2) net premium for pure endow¬ 
ment required to make up the full reserve in the required period. 
Under the full preliminary term plan the entire difference between 
the gross premium and the 1-year net term premium is available, 
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while on the full net level premium basis only the actual loading 
is available. The following table shows examples of the amounts 
of first-year expense allowances in addition to the loading (net 
level premium basis) for various plans of insurance on the full 
preliminary term basis and on the Illinois Standard M.P.T. basis. 

Additional First-year Expense Allowances. American Experieni’E 
Table —3 Per Cent. Age Thirty-five. Face Amount $1,000 


Plan 

Full 

P.T. 

Illinois 

Standard 

M.P.T. 

Ordinary life. 

(a) 

$12.40 

(6) 

$12.40 

20-payment life. 

21.16 

21.16 

15-payment life. 

27.65 

20.81 

10-payment life. 

41.04 

20.09 

20-year endowment. 

33.28 

21.16 

15-year endowment.. 

48.73 

20.81 

10-year endowment. 

80.61 

20.09 



^ (a) Net premium for policy less 1-year term net premium. 

(6) Net premium for policy less sum of 1-year term net, and pure endow¬ 
ment net premium. 

In every case the Illinois Standard system allows first-year 
expenses of a reasonable amount in view of actual conditions, 
while the necessary increase in renewal net premium is not 
such as to deplete renewal loadings to a dangerous extent, as 
is the case under the full preliminary term plan for high-priced 
forms. 

The Illinois Standard basis affects reserves only on those 
policies having a premium greater than the premium for a 
20-payment life policy, all others being valued on the full pre¬ 
liminary term basis. 

A comparison .of reserves for some of the plans of insurance 
subject to the Illinois modification with the full level premium 
reserves and reserves by the Full Preliminary Term plan is given 
in the following table: 
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Comparative Reserves American Experience Table—3 Per Cent. 
Age Thirty-five. Face Amount $1,000 


Kind of policy 

Years 

in 

force 

Reserve according to 

Full neft 
level pre¬ 
mium plan 

Full prelimi¬ 
nary term 
plan 

Illinois 

Standard 

M.P.T. 

Ten-payment life. 

1 

$ 42.65 

$ - 

$ 21.78 


2 

86.85 

48.25 

67.96 


3 

132.66 

98.26 

115.83 


4 

180.15 

150.11 

165.45 


5 

229.38 

203.88 

216.90 


10 

504.59 

504.59 

504.59 

Twenty-year endowment.... 

1 

$ 34.59 

$ - 

$ 12.59 


2 

70.40 

37.10 

49.22 


3 

107.50 

75.53 

87.16 


4 

145.91 

115.32 

126.45 


5 

185.71 

156.53 

167.16 


10 

407.45 

386.22 

393.95 


15 

674.00 

662.32 

666.57 


20 

1,000.00 

1,000.00 

1,000.00 

Twenty-five-year endowment 

1 

$ 25.46 

$ 

$ 3.46 


2 

1 51.78 

27.01 

30.60 


3 

79.01 

54.95 

58.68 


4 

107.16 

83.84 

87.70 


5 

136.27 

113.71 

117.72 


10 

297.51 

279.15 

284.00 


15 

488.66 

475.30 

481.23 


20 

717.22 

709.84 

717.22 


25 

1,000.00 

1,000.00 

1,000.00 


The Illinois Standard reserves lie between the two others until 
the end of the twentieth year or until earlier completion of 
premium payments. On some plans the net premium will be 
greater than that for a 20-payment life policy at certain ages, 
and less at other ages. For those ages at which it is less, the 
reserve throughout the entire duration of the policy will be on 
the full preliminary term plan. For example, in the case of a 
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30-year endowment policy, net premiums (American Experience 
Table at 3 per cent) for ages at issue over 29 are less than for 
a 20-payment life policy, but at age thirty and under they are 
greater. Consequently, full preliminary term reserves are 
permissible for policies issued at ages over 29, but modified 
preliminary term reserves are necessary for policies issued at 
ages up to 29.^ 

So far as a company's entire reserve is concerned the difference 
between the full level net premium reserve and the reserve in 
accordance with the Illinois Standard will of course depend on the 
age of the company, the relative proportion of recently issued 
policies and the proportions of different kinds of policies. In the 
case of an established company doing a normal business (as to 
distribution by age and plan) the Illinois Standard reserve 
(total) will probably be about 95 per cent of the regular net level 
premium reserve. In a young company or where new business 
is relatively large, the difference between the two bases may be as 
much as 20 per cent of the larger. 

Ohio Standard ,—As the Ohio Standard M.P.T. reserve system 
^s of very much less importance thaJi the Illinois Standard, it will 
not be discussed in de»tail. The general principles involved 
are the same under both systems. In the case of the Ohio Stand¬ 
ard a modification (of full preliminary term) is required for 
limited payment life and endowment policies providing for less 
than 20-year premiums. Thus, the Ohio rule allows full pre¬ 
liminary term reserves for all endowment policies with premiums 
payable for 20 years or more, whereas the Illinois rule would 
allow such reserves only where the premium is not more than the 
premium for a 20-payment life policy. On the other hand, where 
the modification applies, the reserves by the Ohio rule are higher 
than by the Illinois rule, because the pure endowment element of 
the reserve is higher, being based on the excess of the full net level 
premium reserve over the ordinary life full preliminary term 

^ A table showing the plans where both systems operate in this way will 
be found in the introduction to ‘Tllinois Standard Tables,'^ by Fackler and 
Fackler. 
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reserve instead of the 20-paymeiit life full preliminary term 
reserve, as under the Illinois rule. 

OTHER RESERVE SYSTEMS ALLOWING FOR THE 
INCIDENCE OF EXPENSE 

Under the full preliminary term system and the two modifica¬ 
tions which have been explained, the full reserve on the net 
level premium basis is not reached until all premiums have been 
paid, except in the case of forms where the premium-paying 
period is longer than 20 years and where the premium exceeds 
the 20-payment life premium (such as 25-year endowment) 
and which under the Illinois Standard reach the full reserve in 
20 years. 

The idea of regarding the initial “ deficit (as compared with 
the full net level premium reserve) as a loan to be liquidated in a 
much shorter period than the full premium-paying period was 
found in the former laws of New Jersey and of Canada. These 
law's while not now' in force are of interest as showing other 
methods of meeting the situation caused by unequal incidence of 
expense. 

New Jersey. —The former law of New Jersey allowed a period of 
7 years in which to reach the full reserve. At the end of the first 
year the reserve required to be held on any policy was the full net 
level premium reserve for the policy less the excess of the full 
reserve on an ordinary life policy over the reserve for a 1-year 
term policy. Thus, at the end of the first policy year no reserve 
w^as required for an ordinary life policy, while on other plans 
the redudion allowed from the full reserve was the same, irrespec¬ 
tive of plan or number of premiums payable. In all cases the 
initial '‘deficit'^ or difference was reduced by pro rata annual 
amounts until, at the end of the seventh year, the full net level 
premium reserve was required on every policy. 

This rule allowed the same additional amount for first-year 
expense on all plans of insurance and required a comparatively 
large part of renewal loading to be hypothecated during a short 
period for the repa 3 anent of the additional expease, whereas, 
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under the preliminary term plans, the additional expense allow¬ 
ance varies with plan of insurance, and a relatively smaller 
annual repayment is made from renewal loading but over a 
longer period. The present New Jersey law permits reserves 
based on the Illinois Standard, except that in the case of policies 
under which the premium is less than for a 20-payment life 
policy (the reserves for which under the Illinois Standard would 
be on the full preliminary term basis) the full reserve must be 
made up in 20 years if the gross premium charged is more than 
150 per cent of the net premium. 

Canada. —The Canadian Insurance Act of 1910 provided a 
method similar to that laid down by the former New Jersey law. 
It allowed a reduction from the full net level premium reserve in 
the first year under all policies but required that the full reserve be 
reached by the fifth year through equal annual reductions of the 
difference. The initial reduction in reserve, that is, the additional 
expense allowance (over the loading) in the first year, was thus, 
as in the New Jersey system, the same for all plans of insur¬ 
ance, being the difference between the net premium for an 
^ ordinary life policy and that for a 1-year term policy. In 1928 
the Canadian law was altered, and the law now permits the full 
preliminary term system for ordinary life policies. For policies 
having a higher premium than the ordinary life premium, the law 
allows a reduction in reserve during the premium-paying period. 
In the first year the reduction is the same in amount as for an 
ordinary life policy. In making provision for initial expense 
this rule is therefore less liberal than the Illinois Standard rule. 

In considering all these different systems and rules the impor¬ 
tant thing to remember is that they are all different ways of 
permitting the company to use part of the first net premium for 
expenses (as well as the loading) without the necessity of drawing 
on surplus in order to make up the minimum legal reserve. The 
whole justification for this is that first-year expense exceeds the 
(level) loading while renewal expense is less than the loading. 
The whole of the net premiums will eventually be required for the 
pasrment of claims, and the depletion of the net premium in the 
first year must be offset by an equivalent increase thereafter. 
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Preliminary Term for More Than One Year. —In the various 
state laws dealing with this subject it is usually specified that 
policies may provide for not more than 1-year preliminary term 
insurance and that a statement must appear in the policy that the 
first yearns insurance is term insurance. It would be possible 
theoretically to extend the preliminary term idea to cover more 
than 1 year. Thus, an ordinary life policy could be treated for 
reserve purposes as term insurance for 2 years, followed by ordi¬ 
nary life insurance issued 2 years later at an age 2 years higher. 
If that were done, the reserve required at the end of the first year 
wx)uld be negligible and at the end of the second year would be nil. 
The reserve accumulation would start 2 years later instead of 1. 
There is no justification for such a method, for it would provide 
far more than is necessary for expenses on any kind of policy, 
while requiring a renewal net premium approaching, or in some 
cases exceeding, the actual gross premium payable. 

The Select and Ultimate Plan. —The select and ultimate plan 
was devised by M. M. Dawson, who was the consulting actuary 
to the investigating committee in the legislative inquiry into the 
life insurance business in New York in 1905. It was embodied 
in the revision of the insurance law which followed that investiga¬ 
tion and is, at present, in conjunction with the Illinois Standard 
rule (which was made permissible in 1923), an alternative mini¬ 
mum reserve standard in the state of New York. No other state 
has adopted it. 

The underlying principle of the select and ultimate plan 
is entirely different from that involved in the full preliminary 
or modified preliminary term plan. In order to understand 
this method it is necessary to remember that the American 
Experience Table, which serves as a basis for the premium 
rates of the majority of American insurance companies and 
for nearly all reserve calculations, is an ultimate table, that 
is, the rates of mortality which it shows are those to be expected 
after the effect of medical selection has disappeared. The 
net premiums by that table are, therefore, more than suffi¬ 
cient to pay for actual death claims, which are very much reduced 
during the first few years of insurance because of the initial 
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medical selection. Under the full net level premium reserve 
system, or any preliminary term system, where the American 
Experience Table (or any other ultimate table) is used, no allow¬ 
ance is made for the fact that claims are reduced in the early years 
because of medical selection. The reserves by an ultimate table 
(such as the American Experience) are larger than is necessary 
during the years when medical selection is still effective in saving 
or postponing claims, since the ‘Hrue'^ reserve would be obtained 
by using a select mortality table in conjunction with the net 
premium actually payable, i.e., the net premium by the ultimate 
table. 

This will be more clearly understood by recalling that, con¬ 
sidered prospectively, the policy reserve consists of the present 
value of the insurance less the present value of future net pre¬ 
miums. If medical selection is taken into account the present 
value of the insurance will be diminished, while the value of 
the future net premiums to be received will be increased. Each 
of these circumstances will cause the reserve, in the early policy 
years, on the basis of a select table, to be less than by the ulti¬ 
tillate table, if it is assumed that the net premiums receivable 
are the same in both cases, i,e., the net premiums according to the 
ultimate table. The reserve on the basis of the sele(;t table, 
if the net premium on the same basis is used, would be greater 
than by the ultimate table, as explained in the previous chapter. 

The select and ultimate method is based on the anticipation for 
a few years of a reduced mortality rate, due to selection, as com¬ 
pared with the rate provided for in the net premium payable. 
In other words a premium based on the ultimate table is received 
whereas the rate of mortality experienced is that indicated by the 
select table. That is the justification for a smaller reserve (during 
the select period) and for an additional expense allowance. 

A practical difficulty arises from the fact that no select mor¬ 
tality table was prepared in conjunction with the American Expe¬ 
rience Ultimate Table. This situation was met by the arbitrary 
assumption that the actual (f.e., select) rates of mortality in the 
first five years would be 50, 65, 75, 85 and 95 per cent of the full 
ultimate rates at the same attained ages. 
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The select and ultimate method, while it is one of the standards 
in the New York insurance law, is of practically no importance 
except historically. Very few companies use or have used it. In 
general, from a practical standpoint, it does not provide an ade¬ 
quate basis for additional first-year expense, a fact which is 
demonstrated by the amendment of the New York law to allow 
the Illinois Standard as an alternative basis. 

Measurt»d by number of companies, the Illinois Standard Is 
the most widely used method for reserve calculation. However, 
most of the larger companies use the full net level premium 
system, and a very large proportion of the insurance outstanding 
in the United States and Canada is on that basis. 

Modified Reserve Systems in Relation to Established Com¬ 
panies. —The methods of calculating reserves which have been 
described above are, in general, not used by the larger and 
stronger companies. For recently organized companies modified 
reserve systems are essential since it is an impossibility for them 
to create, out of the premiums received, the reserve funds required 
by the full net level premium reserve system and, at the same 
time, to pay the actual cost of insurance, the initial commissions, 
and other expenses, which must be paid in order to secure 
business. 

It is, of course, true in the case of any company that the whole 
of the first yearns reserve on the full basis cannot be provided 
out of the first yearns premium. As has already been pointed out, 
it is possible for an established company, nevertheless, to operate 
on this plan, drawing on surplus funds to meet the deficiency. 
The actual strain is only the net difference between the additional 
expense for new policies and the repayments out of renewal 
loadings on prior years' issues. These, in time, will tend to 
offset one another. It is evident, however, that any unusual 
increase in new business will tend to deplete the surplus. Indeed 
it would be possible (theoretically at least) to issue so much 
new business as to completely use up all available surplus funds 
(because of excess initial expenses). Thus the use of net level 
premium reserves in conjunction with existing conditions as to 
expense is clearly artificial, and it may well be asked whether, if 
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some modified reserve plan such as has been described, and which 
makes allowance for the actual incidence of expense, is proper 
for a recently established company, it is not equally so for any 
company. The answer is that it is proper. These methods, 
with the limitations already noted, are undoubtedly sound. 
If they are sound financially why should strong and well-estab¬ 
lished companies not make use of them and thus recognize, in 
some degree at least, the facts of the case? This is too large a 
question to be completely answered here. It is one which is 
likely to receive a good deal of serious consideration in the future. 
One answer is the very natural objection to the abandonment of a 
reserve system which calls for reserves somewhat greater than 
necessary in favor of a system which is less conservative, even 
though it be admitted that the lower standard is sufficient. 
Moreover, the aggregate differences in reserves, in the case of an 
average large company would not involve a reduction of more 
than about five per cent. The most important consideration 
in the operation of a life insurance company is safety. It is not 
surprising that any change which has even the appearance of 
reducing safety or of decreasing ability to meet future obligations 
should be viewed with disfavor. 

Since the time when the Insurance Department of Massa¬ 
chusetts first required the maintenance of the full net level 
premium reserve as a basis of solvency, that system has been 
invested, in this country, with a fictitious importance. At that 
time (because of a different incidence of expenses) it may or 
may not have represented a proper standard of solvency for 
life insurance companies. As has been explained, conditions 
then were such as in some measure to justify the assumptions 
involved. Under the very different conditions prevailing at the 
present time, however, the full net level premium system is cer¬ 
tainly no longer justifiable as a standard of solvency. 

On the other hand, none of the alternative methods which 
have been described is entirely satisfactory for that purpose. 
The full preliminary term plan and the modified preliminary term 
plans meet the facts as to incidence of expense but ignore the 
facts as to incidence of mortality. The select and ultimate 
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method recognizes the savings from selection, but ignores the 
incidence of expense. A proper standard of solvency must take 
into account the actual premium payable, the actual incidence 
of expense, and the actual incidence of mortality. In addition 
it must also, of course, take into account the amounts of any 
guaranteed cash, or other, surrender values provided in the 
company’s contracts. No state or legislative body has ever 
set up a standard of that description. Legal minimum standards 
for reserve calculations have, therefore, never been true tests of 
solvency. 
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DIVIDENDS 

Profits in Life Insurance. —In the operation of an insurance 
company the various assumptions involved in the premium and 
reserve calculations are, of course, not exactly realized. On 
account of the conservative view of the future generally adopted 
in the calculation of premium rates for participating policies, the 
actual conditions experienced usually prove to be more favorable 
than those assumed. Because of medical selection and because 
of the general improvement in vitality, deaths do not take place 
at so high a rate as is indicated in the mortality table. Profits, 
therefore, arise from saving in mortality. The rate of interest 
realized on investments is generally greater than that assumed, 
and consequently the funds of the company are further iiu^reased 
from excess interest. Again, the loadings may be more than 
sufficient to provide for expenses and contingencies, so that a 
profit from loading arises. Profits may also arise from the invest¬ 
ment transactions of the company, as when a security or a piece 
of real estate is sold for more than the value at which it has been 
carried in the company’s balance sheet. 

In addition to such ^^real profits” the surplus funds may be 
increased in various ways. Thus if the value given in cash or in 
the form of extended insurance or paid-up insurance is less than 
the amount of the reserve held against a policy at the date of 
lapse, a '^profit” will ensue. Such “profit” frequently repre¬ 
sents, in whole or in part, money returned to surplus which was 
originally taken from surplus. It is therefore, to that extent 
not a true profit, merely refunding or offsetting a previous “loss” 
in surplus. Nevertheless, the reserve is released and the excess 
over the amount allowed as a surrender value becomes surplus, 
so that the effect on the company’s financial position at the dale 
of lapse is the same as if a profit had been made, 
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Again, surplus may be increased by writing up the value of 
property, if conditions should justify such a course. Conversely 
the surplus funds may be decreased by writing down property 
values or by real losses from adverse exi)erience. 

It will be seen, therefore, that under ])ractical conditions the 
accumulation of premiums, less expenses and claims, will differ 
from the amount of the reserves required, and that normally a 
surplus will result. 

The Surplus.—When a company makes up a financial state¬ 
ment the surplus may appear in one or more of three classifica¬ 
tions: (1) funds not representing actual liabilities but held for 
special purposes, such as for fluctuation of security values or for 
general contingencies; (2) funds already sot aside for the purpose 
of paying dividends in the ensuing and in future years; (3) 
unassigned funds. The first and third of these items may be 
considered as the net surplus, and the total of the three items as 
the gross surplus. The surplus which has arisen during the past 
year from the various sources mentioned above may, in the case 
of a mutual company, be given back to the policyholders as 
dividends^ (either in the ensuing year or in future years) or it 
may be added to the general contingency or other special funds, 
or a part of it may be given to the policyholders and a part added 
to the special funds. Under certain circumstances it might be 
decided not only to return as dividends the whole of such surplus 
which had arisen during the year but to increase the dividends 
by adding something from the existing unassigned funds. This 
might be done, for example, in order to maintain the company's 
dividend scale in a year when, from some accidental cause, the 
surplus earnings had temporarily been reduced. 

The important question following each year^s operations is 
how much of the total surplus (previously existing plus earnings 
of the year) should be retained as contingency or other special 
funds and how much should be distributed to the policyholders. 
The amount of the general contingency fund which is necessary 

^ The word ‘dividend” is to some extent a misnomer, the ‘dividend” 
being rather in the nature of a refund and not a return on an investment as 
the term is generally used in commercial transactions. 
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for safety is a matter of opinion. It is desirable that it should be 
ample to meet any contingency which might be considered 
reasonably possible, but the fund should not be unduly increased, 
for surplus earnings would thus be withheld from policyholders 
properly entitled to them. At the time of the Armstrong investi¬ 
gation in 1905 some of the companies appeared to be holding very 
large contingency or surplus funds. As a matter of fact, these 
funds usually included (without specification) amounts held for 
future dividends on deferred dividend policies^ and, to that 
extent, did not represent money withheld from the policyholders 
but, rather, an actual liability for dividends payable in future, 
so that the apparently large amounts of surplus^' were some¬ 
what misleading. Neve^rtheless, the impression was created that 
an unduly large part of the surplus was being withheld from the 
policyholders, and this gave rise to the view that the amount of 
undistributed funds should be limited by law. As a consequence, 
the insurance laws which were passed shortly after the investiga¬ 
tion limited the amount of the contingency fund to 5 per cent 
of the policy reserve in the case of the largest companies. Larger 
percentages were permitted for smaller companies since they 
are to a greater extent subject to fluctuations of various kinds. 

The limit imposed by law on the amount of the contingency 
fund was subsequently increased on two occasions and is now 
fixed at 10 per cent of the policy reserve in the case of all com¬ 
panies having a total policy reserve in excess of $15,000,000. A 
limit of 10 per cent is probably not too high even for the larger 
companies. Since the law was passed most of the large com¬ 
panies have maintained contingency funds of from 5 to 7)^ per 
cent of the policy reserve, while in some instances a higher 
percentage has been held. While small companies are allowed 
a larger percentage most of them are not in a position to take 
advantage of it.^ 

The influenza epidemic of 1918 was an illustration of an 
unexpected contingency which seriously affected even the large 

1 Described later in this chapter. 

2 The limitation does not apply to companies doing exclusively a non¬ 
participating business. 
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(‘ompanies and demonstrated the necessity of holding substantial 
contingency reserves. The chief reason for an adequate safety 
fund is that the values of the securities and other assets are 
liable to considerable fluctuations. 

Distribution of Surplus. —The first question that arises in con¬ 
nection with the disposal of the surplus accumulated during the 
year is then how much of it should be applied to increase the 
existing contingency or other special funds. Possibly none of 
it should be so applied, or part of the existing contingency fund 
may be added to it and the whole amount allotted to the policy¬ 
holders as dividends. The answer to this question, as has already 
been indicated, is entirely a matter of business judgment and 
involves considerations which are somewhat beyond the scope 
of this book. It may be noted, however, that in some companies 
part of the surplus is earmarked as a dividend fijictuation fund. 
This designation implies that when surplus earnings are not suffi¬ 
cient to maintain the current scale of dividends they may be sup¬ 
plemented by drawing on the existing surplus. In the same way, 
when surplus earnings are high something will be placed in the 
dividend fluctuation fund. When fluctuations in surplus earn¬ 
ings are relatively small this is a practical system of preventing 
frequent changes of small amount in the dividend scale. How¬ 
ever, under abnormal conditions or where there is a definite 
trend in surplus earnings—cither up or down—experience and 
judgment are needed to determine what amount of surplus should 
be divided among the policyholders and what amount kept in 
reserve against contingencies. 

For present purposes it will be supposed that the amount of the 
surplus earnings available for distribution among the policy¬ 
holders as dividends, or, as it is sometimes called, the divisible 
surplus^ has been determined, and there will be considered certain 
principles upon the basis of which the distribution of this divisible 
surplus should be carried out. 

The distribution of surplus among policyholders need not, in 
theory at any rate, be made annually. Many years ago such 
distribution was always made at intervals greater than 1 year— 
usually 3 or 5 years. In this country, however, some states 
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now require that surplus distribution shall be made annually. 
In Canada annual dividends are the rule, but policies may 
also be issued with provision for dividends at intervals of 5 
years or longer. In Great Britain annual distribution is still 
the ex(;eption. Most British companies divide surplus only 
once in every 5 years. The principal reason for a less fre¬ 
quent distribution is that the amount of the surplus arising 
or available in successive years may fluctuate considerably 
and that, therefore, an annual distribution of surplus, if stri(‘tly 
carried out, might result in irregular dividends as betwecm one 
year and another. The use of 5-year periods smooths out the 
fluctuations of individual years. A company may, for example, 
have a very favorable mortality experience one year and a very 
unfavorable one the next—as was the case in all companies in 
the years 1917 and 1918. However, there is not, under normal 
circumstances, sufficient fluctuation of this kind to require a 
longer period between surplus distributions than a year, except 
possibly in very small companies. In any case companies do not 
divide surplus up to the last dollar but retain a large contingency 
fund which may be increased or decTcased in good or bad years. 
In fact, as noted above, some companicis specifi(^ally set aside a 
part of their contingency fund as a dividend fluctuation fund. 
The dividend scales of most large companies do not as a ruhi 
fluctuate widely as between one year and another. If, for one 
reason or another, very large profits which are not expected to 
continue are made in a particular year it is not necessary or usual 
greatly to increase the amount allotted as dividends. Some 
increase may be made in such circumstances, but a considerable 
part of any such unusual profit is ordinarily placed, temporarily 
at least, in the contingency fund. On the other hand, if unu¬ 
sually large losses are experienced, it is sometimes necessary to 
decrease dividend payments as compared with previous years, but 
if such losses are regarded as an accidental fluctuation the 
diminished surplus available for dividends may be supplemented, 
if it is thought desirable, by taking a sufficient amount of the 
contingency fund to increase the divisible surplus for the year in 
question. 
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Basis of Allotment ,—The determination of the shares of 
individual policies in the divisible surplus is a complex matter, 
and the distribution, if it is to be equitable, cannot be made by 
rule of thumb. It would not be correct, for example, to distribute 
the whole divisible surplus in proportion to the premium paid or 
in proportion to the sum insured or in proportion to the reserve. 

If the surplus is divided in proportion to the premium paid dur¬ 
ing the year special treatmc^nt would have to b(^ accorded to fully 
paid policies which have contributed a share of the surplus 
earnings. As regards premium pa3ning policies such a rule would 
mean that a policy upon which the premium is $100 would receive 
twice as much as a policy upon which the premium is $50. 
This might be quite inequitable. For example, the former policy 
might be a ten-year endowment policy with a very small amount 
at risk, and the latter an ordinary life or term policy with a large 
amount at risk. If a large part of the surplus earnings arose from 
favorable mortality the latter policy should get more and not less 
of such surplus than the former. 

Again, if the surplus wore to be divided simply in proportion to 
the sum insured the holder of a policy which had been many 
years in force would receive the same share of surplus as the holder 
of a policy of the same amount taken out a year ago. This 
would again result in a very inequitable distribution if, as is 
usually the case, a considerable part of the divisible surplus has 
arisen from excess interest earnings or investment profits. Such 
profits should evidently be divided more nearly in proportion to 
the reserves upon which interest is earned and which form the 
invested funds of the company. A greater share of such profits 
belongs, generally speaking, to those policyholders whose policies 
have been a long time in force and against which there are large 
reserves. 

Nor would it be correct to divide the surplus simply in propor¬ 
tion to the reserve values of individual policies. This method 
would give a very large share to a fully paid policy, especially if on 
the life of a person of advanced age, as compared to the amount 
allotted to a recently effected policy subject to premium pay¬ 
ments. If the surplus has been earned in part either from a 
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favorable mortality experience or from an excess of loading over 
expenses this method would be inequitable since profit from 
mortality is greatest at the lower ages and depends on the net 
amount at risk (which is high in a recently issued policy) while 
profit from loading is non-existent in the case of a paid-up or fully 
paid policy. 

The conclusion to which one is led by these considerations 
is that the total amount of divisible surplus should be divided into 
parts according to the sources from which it has arisen and that 
the actual distribution should follow some plan under which the 
surplus arising from each source is returned as equitably as possi¬ 
ble to those vrho have contributed it. The mutual system of lif(j 
insurance involves the payment of premiums larger than are nec¬ 
essary but with the understanding that the amount of the excess 
will later be determined and refunded. There is an implied 
obligation on the company to refund the excess in an equitable 
manner to those who contributed it, in so far as this is practicable. 
Under practical conditions it is not possible to refund the excess 
payments of individual policyholders with great exactitude, nor 
is it necessary to do so. In such matters, policies cannot be 
considered individually but must be dealt with in groups, and it 
is suflScient to make refunds according to some plan which insures 
equity in abroad way. It is, however, important that the system 
of surplus distribution (that is, the dividend system) should take 
into account the principal sources of surplus so far as practicable 
and should not be simplified to the extent of causing substantial 
injustice to any group of policyholders. The various systems of 
dividend distribution which are based on an analysis of surplus 
earnings according to the different sources from which they have 
arisen are known collectively as the contribution plan. This 
system, which is the only one capable of full theoretical justifica¬ 
tion, has been universally adopted in this country in one or 
another of its modifications. 

The Contribution Plan. —The general basis of the contribution 
plan of surplus distribution will best be made clear by considering 
again the process by which the amount of the reserve, or fund on 
hand, at the beginning of a policy year changes to the amount 
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of the reserve, or fund on hand, at the end of the year. In the 
case of any policy and in respect of any policy year (the year 
elapsing between one policy anniversary and the next) the fol¬ 
lowing relation exists:^ 

Reserve Jan. 1 plus net premium plus interest on both at the assumed 
rate less tabular cost of insurance = Reserve De(\ 31 (A) 

This relation, which has been demonstrated in a previous 
chapter,2 shows the process of the normal increase in the reserve 
from year to year. In the equation, all the factors involved— 
net premium, reserve, interest, and mortality—are in accordance 
with the basis of calculation adopted. The interest and mortality 
rates are not those which have actually been experienced while 
no account is taken of expenses, of contingencies, or of miscel¬ 
laneous profits or losses. 

The equation may be rewritten, substituting the actual experi¬ 
ence of the policy year in question for the theoretical or assumed 
experience, and would then be as follows: 

Reserve Jan. 1 plus gross premium less actual expenses plus actual interest 
earned less actual cost of insurance = Fund on hand Dec. 31 (B) 

If equations (A) and (B) are compared it will be seen that, in so 
far as the current year’s operations are concerned, the difference 
between the actual fund on hand in respect of the policy in ques¬ 
tion (when viewed as an individual transaction) at the end of the 
year and the amount of the reserve required for it at that time 
represents the amount of surplus accumulated during the year and 
that this surplus arises from three sources corresponding to the 
three fundamental elements in the calculation of the gross 
premium. It consists in part of the loading less the actual 
expenses, in part of the interest earned in excess of the interest 
required to maintain the reserve fund according to the original 
rate assumed, and in part of the difference between the amount 
of the necessary contribution to death claims and the amount of 

* For convenience the policy year is here supposed to coincide with the 
calendar year, but this will not necessarily or usually be the case. 

* See p. 130. 
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the contribution that was expected to be required according to the 
mortality table. Any other sources of profit or loss, such as 
from sale or revaluation of investments, and which do not specif¬ 
ically arise from the fundamental operations, are, for the present, 
ignored. 

Three-factor System .—If there were no other sources of profit or 
loss, the dividend on an individual policy would thus simply b(» 
the sum of the profits from loading,^ from interest, and from 
mortality. The dividend arrived at in this way will therefore 
depend on plan of insurance, age at iwssue, and duration of policy. 
Most companies now prepare their dividend schedules in this 
form. This system is known as the three-factor contribution plan. 

Although surplus may arise and losses may be sustained from 
other sources than those mentioned in the preceding paragraph, 
such additional factors are, for practical reasons, not normally 
accorded separate treatment. It is undesirable unduly to com¬ 
plicate the method or formula of calculation of dividends or to 
introduce too great refinements which, when applied to individual 
policies, would be of little importance. Miscellaneous profits 
<^from investments, for example, may be regarded for dividend 
purposes as similar in nature to the profit from excess interest. 
Again, the greater part of the increase in surplus from surrenders 
and lapses arises from recently issued policies. Such ‘^profits” 
may reasonably be regarded as an offset against the heavy 
initial expenses which have been incurred in connection with 
such policies. The three-factor contribution plan recognizes 
but three sources of surplus, and the whole amount to be divided 
must consequently be divided into three parts which are, for 
distribution purposes, considered as having arisen, respectively, 
from saving in expenses, from excess interest, and from saving 
in mortality. While this may possibly sound somewhat arbitrary 
it represents under normal conditions a very close approximation 
to complete equity. Under exceptional circumstances it might 
be necessary to recognize further factors in the dividend formula. 
For example, in recent years, losses in some companies arising 

* In the case of fully paid policies not subject to premium payments there 
would, of course, be no profit from loading. 
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from the disability features contained in some of their policies 
have required the recognition of a fourth—negative—factor.* 
Assuming a normal three factor formula, the next step is to 
apportion the shares of individual policies or, in other words, to 
construct a complete dividend scale for all classes of policies, for 
each age at issue and for each duration. It might seem that a 
simple and obvious method of procedure to obtain the shares of 
individual policies in the first part of the total divisible surplus, 
namely, that which has arisen from savings from loadings, would 
be to compare the total amount of such profits available for dis¬ 
tribution with the total amount of loading received from all 
premium-paying policies and to return to ea(*h holder of such a 
policy the same proportion of the loading contained in his pnv 
mium as the total saving from that source bore to the total load¬ 
ing. Thus, if the total divisible profit from loadiiij^s were 25 per 
cent of the total loadings, each holder of a premium-i)aying policy 
might be allotted, as the first part of his dividend, 25 ])(t cent of 
the loading in the premium paid by him. The sc^cond ])art of the 
total divisible surplus, profit from exc^css interest, earnings, (‘ould 
be dealt with on similar principles. Thus the surplus w Inch arose 
from excess interest might be compared with the invested funds of 
the company to ascertain the rate of excess interest earned, and 
this rate might then be applied to individual policy reserves in 
order to ascertain the second part of the dividend of each policy. 
The initial reserve of the policy year is generally used for this 
purpose since this is the amount assumed to be undcT investment 
during the whole policy year in respect of each policy. The 
remainder, or third part, of the total divisible surplus is that which 
has arisen from favorable mortality experience, and this might be 
compared with the total net expected mortality according to the 
table, ix.j the aggregate amount of the tabular cost of insurance. 
In this way a percentage would be obtained showing the pro¬ 
portion of the expected mortality cost saved, and the third part of 
each dividend, that attributable to favorable mortality experi¬ 
ence, would then be the same percentage of the individual tabular 
cost of insurance. 

' See p. 179. 
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In practice, however, it is desirable to introduce a somewhat 
greater degree of refinement in determining the elements of load¬ 
ing and mortality than is indicated in the foregoing paragraph. 
It will be clear that on account of the commission payable and 
other first-year expenses, little or no profit from loading will bo 
made in the first year. The proper treatment, for dividend pur¬ 
poses, of the special expenses of the first year is a matter in regard 
to which there is some difference of opinion. The additional 
expense of new as compared with old business might properly be 
regarded as a necessary expense of the company as a whole since 
new business is necessary if the company is to continue indefi¬ 
nitely in operation. If the larger mortality profits of the early 
years, due to the effect of medical and other selection, ^re not 
allotted entirely to recent entrants (and usually they are not), 
it may seem reasonable, therefore, that the loading or expense 
element of the dividend should not be reduced or, at any rate, 
should not be substantially reduced for new entrants. Some 
allowance for the different rate of expense on new business should 
^however be made. Again, the method suggested above {viz., a 
* uniform percentage of loading for all policies) would be unfair 
because the rate of expense is not the same proportion of the load¬ 
ing for all plans and at all ages. In view of such considerations a 
more reasonable method of distributing loading profits is to 
assess an expense charge against each policy and to dediud; this 
expense charge from the loading. The expense charge may be 
based on the premium or on both the premium and the amount of 
insurance and may depend on the duration of the contract. 
This is the usual basis for determining the loading element of the 
dividend. 

The profit from mortality arises largely from policies recently 
issued and from policies on the lives of persons of early or middle 
age. At the higher attained ages, after the effect of selection has 
worn off, the actual rate of mortality experienced is not greatly 
different from that shown in the mortality table. Consequently 
the distribution of mortality profit should take age into account 
and, perhaps, also duration. It would be difficult to justify a 
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uniform percentage of the tabular cost of insurance at all ages and 
durations. 

In practice, when the three-factor system is used, the usual 
procedure, in division of loading profit, is, as indicated above, to 
allot to each policy the loading less an expense charge depending 
on the kind of policy and sometimes on the number of years in 
force. The expense charge may be made to follow with fair 
accuracy the actual conditions of expense so as to result in a 
total charge which, when deducted from the total loading, will 
approximately equal the aggregate divisible profit from loading. 
The interest factor to be applied to the initial reserve is the same 
for all policies which are on the same interest basis. For the dis¬ 
tribution of mortality profit a scale of percentages of the tabular 
cost of insurance decreasing with attained age and reflecting the 
(roinpany\s actual mortality experience age by age as compared 
with the table, is usually adopted. Such a scale will approxi¬ 
mately reproduce the total amount of mortality profit available 
for distribution. As a rule the mortality factor is not made to 
depend on duration since entry (as well as attained age) the usual 
view being that, as already indicated, the saving arising directly 
from medical examination may properly be offset against the 
excess expense rate in the early years. The three-factor system, 
carried out in this way, is a practical method of surplus distribu¬ 
tion which yields results as equitable as can reasonably be 
expected. It is the system which is in use by nearly all the 
principal companies in this country. 

Two-factor System .—At one time many companies used a 
simplified form of the contribution plan based on two instead of 
three factors, namely, loading profit and interest profit. Such a 
simplification could be justified where the mortality profit was 
relatively small, consisting largely of savings in the early years 
due to medical selection—as was formerly the case. Under 
such conditions the whole of the profit from mortality could be 
considered, for practical purposes, as an offset to expenses. This 
is the tacit assumption involved in the two-factor system. 

In view, however, of the recent trend of mortality and the wide 
difference between the tabular (assumed) mortality and the 
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actual experience the two-factor system is no longer adequate to 
secure an equitable distribution of surplus and has largely been 
discontinued. 

The following tables will give some idea of the amount and 
relative importance on various plans and for various ages at 
issue of the interest and mortality elements of a typical dividend 
scale based on the contribution plan, three-factor system. It is 
assumed that the company uses for its premium and reserve 
calculations the American Experience Table with interest at 
3 per cent. 


Table A.— Dividend per $1,000 from Excess Interest Earnings op 

I Per Cent 


Number 

Ordinary Life 

10-Payinent Life 

10-Year Endowment 







of years 

Age at issue 

Age at issue 

Age at issue 

in force 




1 










20 

60 

20 

60 

20 

60 

1 

$0.14 

$0.58 

$0.39 

$0.87 

$0.89 

$1.02 

5 

0.44 

1.94 

1.77 

3.59 

4.44 

4.41 

10 

0.87 

3.57 

3.79 

7.66 

9.71 

9.71 

20 

1.94 

6.40 

4.51 

8.60 

[. 


30 

3.34 

8.74 

5.45 

9.39 




Table A shows the dividends arising from excess interest earn¬ 
ings of 1 per cent, that is, from a total net rate realized of 4 per 
cent on invested funds. The figures in Table A are thus 1 
per cent of the respective initial reserves. The interest element 
of the dividend, while at first small, becomes larger as the 
duration increases; also this part of the dividend is more impor¬ 
tant where the policy contains a large investment element. 

The effect on dividends of an increase or a reduction in the net 
rate of interest can be seen from this table. Thus if the net rate 
were instead of 4 per cent the excess interest rate would be 
reduced from 1 to per cent so that the interest factor of the 
dividend would be reduced by one-half in every case. This 
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would make a material difference in the dividends at high ages or 
long durations. The reader should note particularly that it is the 
excess rate with which we are concerned so that a relatively small 
reduction in the total rate may cause a substantial reduction in 
the dividend. This reduction becomes more marked as the 
margin between the total rate and the reserve rate (3% in this 
case) is reduced. Thus a reduction in the total rate from 3.4 
to 3.2, i,e., a reduction of about 5% of the total rate means a 
reduction of 50% in the excess or dividend rate. 

Table B shows an example of dividends arising from saving in 
mortality. The mortality contributions are quite different in 
their nature from the interest contributions since they decrease 
with duration instead of increasing, and since they are lower 
for the higher priced policies, such as endowments, than for 
ordinary life policies. This is partly because they depend on 
amount at risk and partly because of the incidence of mortality 
savings by age. 

It is assumed for purposes of illustration that the mortality 
saving is 50 per cent of the tabular rate (American Experience 
Table) at attained age twenty (at time dividend is payable) 
and that the percentage decreases by unity for each increase of 
one year in the attained age until it rea(*hes nil at age seventy. 
The figures in Table B are the percentages of the tabular cost 


Table B.—Dividend per $1,000 from Mortality Savino of 50 Per Cent 
AT Attained Age Twenty, Diminishing to 0 Per Cent at Age 

Seventy 


Number 
of years 
in force j 

Ordinary Life 

10-Payment Life 

10-Year Endowment 

Age at issue 

_ . . . .._ 

Age at issue 

Age at issue 

20 



60 


60 

1 

5 

10 

20 

30 

$3.80 

3.47 

3.06 

2.33 

1.74 

$2.32 

1.53 

$3.70 

2.97 

1 2.05 

1.56 
1.20 

$2.25 

1.21 

$3.50 

1.97 

$2.21 

1.05 
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of insurance in accordance with that basis. Sometimes, as 
has been seen, the mortality factor may take into account not 
only the attained age but also the duration of the policy in order 
to allow for the effect of medical selection, but as a rule select 
mortality profit is regarded as an offset to excess initial expense, 
and only ultimate mortality profit is included in the dividend 
scale. 

After deducting from the total divisible surplus the surplus 
required for the excess interest and mortality savings portions of 
the dividends as shown above, the balance of the divisible surplus 
would, under the three-factor system, be divided according to 
some equitable plan in proportion to loadings less expenses, 
such practical considerations as have already been mentioned 
being kept in view. It is not practicable to illustrate this part of 
the dividend by numerical tables without assuming a scale of 
gross premiums and making various assumptions as to the 
amount and incidence of expense. As these factors vary widely 
in different companies specific figures would have little meaning. 

Since one of the three dividend factors (interest) increases with 
‘ the duration of the policy while another (mortality) decreases, 
the third (loading) normally being either constant or showing 
a very gradual increase, the successive dividends on a particular 
policy by a particular dividend scale do not necessarily increase. 
Until recently interest rates earned have been such that the 
increase in the interest factor (because of the increasing reserve) 
more than offset the decreasing mortality factor, and the result 
has been, for all classes of policies, a ‘^normal increase with 
duration.'^ The drastic reduction in the interest rate during 
recent years has changed this situation, greatly reducing this 
^^normal” increase with duration or, even, for certain classes of 
policies, eliminating it. For example in the case of a 10 year 
endowment the amount at risk and, therefore, the mortality fac¬ 
tor in the dividend decreases very rapidly. If the excess interest 
rate is very low the net result may be a decrease in dividend 
with increasing duration. 

In the majority of cases, however, the dividend scale will 
show for most plans and ages dividends which increase with 
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duration. This normal increase due to increasing duration must 
be distinguished from an increase in the scale itself. Theo¬ 
retically the dividend scale would be changed every year—unless 
all factors remained exactly the same—but for practical reasons 
it is undesirable to change the scale to reflect minor fluctuations. 
When material changes occur a revision of the scale will be neces¬ 
sary, and this may result in an increase or a decrease of th(i 
dividend in any particular case as compared to what it would 
have been if the scale had not been altered. One or more of the 
factors, according to circumstances, may be changed, and the net 
result in individual cases will depend on the age, plan of insur¬ 
ance, and duration. Thus a change in formula may result in a 
decreased dividend for some policies and an increased dividend 
for others. 

Negative Factors .—In the application of the contribution 
plan as described above it is not necessarily true that all of the 
factors involved in the calculation of the dividend will be positive. 
Because of the conservative basis upon which rates for partici¬ 
pating insurance have been calculated, however, there is normally 
always a substantial margin between the rates of interest, 
mortality and expense assumed and those experienced. If, 
however, experience should be less favorable than had been 
assumed in any of these respects, or possibly in other respects, 
it would mean that in theory, at least, a negative factor would 
be introduced into the formula, that is, there would be a deduction 
instead of an addition for the particular factor concerned. 

This idea of a ne^gative factor in dividend calculations is a 
recent development. Until recent years all of the different 
assumptions involved in the premium rates for participating life 
policies had been well within the experience. The question of 
introducing a negative factor first came up in a practical way 
because of the losses which were being incurred by some com¬ 
panies in connection with the disability income benefits 
included in some of their policies. The fundamental rates of 
disability which had been used in computing the earlier premium 
rates for these benefits proved to be deficient, and the losses 
became of such extent in certain cases that it was found necessary 
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to take specific account of them in computing the dividends on 
policies containing provisions for these benefits, ^ 

The recent drastic fall in the interest rate earned by life insur¬ 
ance companies, which in a comparatively short period of years 
has caused a reduction of something like 1}^% earned 

rate of many companies, indicates another direction in which a 
negative di\ idend factor is possible. Until a few years ago most 
companies had never earned a net rate lower than 4 % so that an 
assumed rate of 3% for participating policies seemed to be very 
(conservative. If present tendencies were to continue for any 
length of time, liowev(T, it is possible that some companies might 
find that the earned rate of interest was reduced below 3%, and it 
might them be necessary to introduce a negative interest factor 
in the dividend formula. This situation has already occurred 
where participating policies have been issued in former years on 
higher interest bases such as 4%, a rate which was quite com¬ 
monly used before 1900, 

One practical difficulty is that the dividends on fully paid 
policies normally arise largely from excess interest earnings, the 
profit from mortality being small at the higher attained ages, 
f A reduction in interest earnings, consequently, has a considerable 
effect on the dividends on such policies, and if it were found 
necessary to introduce a negative interest factor this might mean 
that no dividends at all could be paid on them until a higher 
rate of interest could be earned. So far as premium-paying 
policies are (roncerned, the wide margin between the actual 
mortality experience and the American Experience Table at the 
lower and middle ages, together with the loading margin, would 
in most cases be more than sufficient to offset any deficiency in 
interest at all likely to occur. 

Percentage Reductions ,—A plan which is sometimes used, when 
a reduction in dividends is necessary and where the conditions 
causing a reduction are considered to be temporary, is to adopt a 
uniform percentage of the previously existing scale. The extent 
of reduction necessitated by circumstances can be very simply 

1 Some of the questions which arise as a result of these adjustments in the 
dividend formula are discussed in more detail in Chapter XIV. 
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obtained in this way, usually without any serious departure from 
equity, provided the reduction required is not too great or the 
time during which it is to be effective is not more than a year or 
two. If these conditions are not satisfied equity requires a 
revision of all the dividend factors. 

Because of the normal annual increase in dividends under any 
given scalej a reduction in the scale does not, of necessity, involve 
an actual reduction in the dividend on each policy as compared 
with the previous year. The reduction in factors, if not great, 
may be offset by the increased duration (and consequently 
larger initial reserve). In some instances a small reduction in 
dividends has been effected by a ^^egging” of the scale, under 
which the normal increase is eliminated, and each policyholder 
receives the same dividend in dollars and cents as in the previous 
year. This is obviously a practical expedient for which there is 
no apparent theoretical justification. 

First Dividend .—Sometimes payment of the first dividend is 
made contingent upon continuation of the policy in force, while 
frequently no dividend at all is allotted until the end of the 
second policy year. These are merely different ways of meeting 
the practical condition that, because of high initial expense, a 
policy does not of itself^ i.e,, as a result of its own receipts and pay¬ 
ments, produce any surplus in the first year. From that point of 
view, however, it would perhaps be difficult, in many cases, to 
justify payment of a dividend until several years after issue. 
This situation leads to the more practical view that initial expense 
must be considered largely as an expense of the company as a 
whole, and such a view justifies allotment of a dividend even at 
the end of the first year. An offset to the abnormally high rate 
of expense in the first year is the abnormally low rate of mortality 
which results from medical selection. It is therefore practical 
to combine these elements and to use a graded expense change 
which, in effect, amortizes the excess initial expense over a period 
of years. New business is essential to the continued life of the 
company, and some part, at least, of the cost of obtaining it is 
properly charged against existing policies. At the same time 
there is no inconsistency in withholding the dividend at the end of 
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the first year if the policy is not kept in force by the payment of 
tlie premium then due if, by paying a dividend, the company 
would suffer an actual financial loss on the entire transaction. 

Dividend Options. —Dividends are now almost invariably 
declared (i.e., become payable) annually on the anniversary of 
the date of issue of the policy. 

Usually the policyholder may dispose of each dividend in 
one of four ways; viz,^ (1) he may draw it in cash; (2) he may use 
it in part jjayment of any premium due (this being, of course, 
equivalent to drawing it in cash); (3) he may use it to purchase a 
paid-up addition to the policy payable at the same time as the face 
of the policy: or (4) he may deposit the dividend with the com¬ 
pany and receive interest thereon as on a savings bank account. 

In the case of term policies the third option is not usually 
given. In the case of premium-paying policies the great majority 
of policyholders in most companies apply the dividends each year 
in part payment of premium, and, for simplicity, this course is 
sometimes encouraged. Where paid-up additions are purchased 
on a net basis, as is usually the case, the option to take additional 
insurance is a valuable one. Such dividend additions are 
generally themselves participating so that future dividends are 
thereby increased. The total amount of insurance is thus 
increased each year while the total cash value of the policy is 
also increased. 

If dividends are deposited at interest the total cash value 
and the amount payable at death will be increased by the accumu¬ 
lated deposits. In event of death the amount payable would be 
less than if dividends had been used to purchase additional 
insurance, but the total amount obtainable in event of surrender 
will always be greater, since the whole of the original cash divi¬ 
dends, with interest accumulations, remains to the credit of the 
policy, whereas, if additional insurance is elected, the accumula¬ 
tion is necessarily reduced by the cost of insurance for the divi¬ 
dend additions. 

Sometimes it is argued that, if the policyholder wishes addi¬ 
tional insurance, it is better to apply the cash dividend as the 
annual premium for a new additional policy instead of as the 
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single premium for a much smaller amount of paid-up insurance. 
This is a fallacy. The new annual-premium policy is more 
expensive than the paid-up dividend addition since the former 
is sold at the regular premium rate while the latter is purchased 
at net rates. Moreover, in order to pay future annual premiums 
on the new additional policy future dividends on the original 
policy must never be less than in the first year. This may or 
may not be the case. It is better to elect dividend additions and 
have a steadily increasing amount of insurance purchased at 
net rates than to purchase additional policies at gross annual- 
premium rates and have, for a time, more insurance but in the 
long run less. If dividends on the original policy are not main¬ 
tained the new policy may of course require additional cash out¬ 
lays to pay the premiums in later years. 

Paid-up and Endowment Options. —Most policies now (con¬ 
tain provision for applying dividend additions or accumulated 
dividend deposits cither to convert premium-paying insurance 
into fully paid insurance (paid-up option) or to maturea 
policy by payment in full (endowment option) at an earlier 
date than called for by the terms of the contract, whether the 
original ‘‘maturity would have been at the death of the insured, 
as in life or limited payment life policies, or at some stated date, 
as in endowment policies. 

The paid-up option will become available when the reserve for 
the accumulated dividends (whether these be in the form of 
additional insurance or deposits) is equal to the present value 
of all future net premiums payable. When that occurs the 
company can cancel future premium payments if the dividend 
additions or deposits are canceled. In other words, the reserve 
for the dividends (or the amount of deposits) is merely added 
to the reserve for the policy, the result being the reserve for 
a fully paid policy. Sometimes an option is given to apply 
each dividend as declared to reduce the total number of premiums 
payable. This is comparable to the accelerative plan for matur¬ 
ing the policy as an endowment, as described below. 

The endowment option will become available when the reserve 
value of the policy itself, increased by the reserve value of the 
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dividend additions (or the amount of dividend deposits), equals 
the face amount of the policy. If the reserve value is the same 
as the cash, value the option has no significance since the policy 
may be surrendered at any time for its total cash value. Where 
the option becomes available before the time at which the cash 
value equals the full reserve for the policy the option represents 
an additional benefit. 

There are two forms of the endowment option. Under one 
of these the dividends remain at the credit of the policy through¬ 
out so that if death occurs before there is a sufficient accumula¬ 
tion of dividends to make the endowment option available the 
company pays both the policy and the dividends. Under the 
second method each dividend is applied as it is declared to reduce 
the period of the endowment, i.e,, to convert the policy each year 
into a different ylan under which the term to maturity is steadily 
reduced. All conditions being equal, the se(;ond method (some¬ 
times called the accelerative endowment plan) will mature the 
policy in a shorter period than the first, because in the meantime 
the amount payable in event of death is only the face amount of 
fthe policy. Each dividend as credited becomes at once part 
of the reserve for the policy on the new (accelerated) basis. On 
the first plan all dividends remain as additional insurance (or 
deposits) until the total value of policy and dividends equals th(^ 
face amount. In making comparisons of dividend results as 
between different companies in regard to such options it is 
obviously important to note which of these two methods is 
applied. Probably the first is preferable from the policyholder\s 
point of view (because of the greater insurance protection) 
although the two methods are financially equivalent. 

Deferred Dividends. —All companies issuing participating 
policies in this country now divide surplus annually. In many 
states it is made compulsory by law to allot dividends annually 
on participating policies. These laws were intended to correct 
abuses which were found to exist in the operation of the deferred 
dividend system which was formerly widely used but which, in 
the United States, has disappeared, so far as new policies are 
concerned, since the Armstrong investigation. The system in a 
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modified form is still used to seme extent in Canada. Under the 
Canadian law dividend apportionment in the case of deferred— 
dividend policies must be made every 5 years and the amount 
of surplus allotted and set aside for deferred dividends must be 
carried as a definite liability until it is paid. Under the Canadian 
5-year dividend plan it is usual to pay an interim dividend in 
event of death during the period although not in event of lapse or 
surrender. 

The deferred-dividend system or, as it was called in its 
original form, the tontine system, was originated by the Equitable 
Life Assurance Society in 1868. The contract provided that no 
policy should receive a dividend until the total premiums paid, 
accumulated at lO-per-cent compound interest, equaled the 
sum insured, also that in event of lapse nothing whatever would 
be paid to the policyholder. In that way it was anticipated, 
and correctly so, that the amounts which would be available for 
distribution as dividends to those who kept their policies in force 
and who survived to the date of distribution would be large. On 
the other hand, those who died before the date of dividend dis¬ 
tribution could not be regarded as having lost anything by the 
transaction since the sum insured in their case represented better 
than a 10-por-cent investment. This state of affairs at first 
sight, apparently advantageous to everyone, was possible only 
because of the profits to be made from the forfeiture of the 
policies of those who did not continue premium payments. 

The tontine system was successful, although the results were 
not quite so favorable as was expected by the company. They 
were sufficiently favorable, however, to make the plan attractive 
to applicants who felt sure that they would not lapse their 
policies before the date of dividend distribution. The penalty 
of total forfeiture in event of lapse inevitably proved to be a 
very harsh one in many cases where changed circumstances 
prevented the continuation of the policy in force, and modifica¬ 
tions in the plan became necessary to meet frequent objections 
to this feature. An alternative proposition was offered in the 
shape of the semi-tontine plan under which a surrender value 
was allowed in event of termination prior to the date of dividend 
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distribution. The dividends on such policies were naturally 
much smaller than those on policies issued on the full tontine 
plan. Comparatively few tontine policies were issued, and the 
system very soon developed into the deferred-dividend plan, 
which was adopted by many of the principal companies and which 
for many years practically replac^ed in these companies the annual 
dividend system. Policies issued on the deferred-dividend plan 
usually guaranteed cash surrender values in event of termination 
after a few years as well as any other non-forfeiture value required 
by law. 

Generally fche amount of the dividend payable at the end of 
the deferred period under the deferred-dividend system was 
calculated in one of two ways. Under one system each group of 
similar deferred-dividend policies was dealt with as a separate 
class. The accounts of each such group were kept separate from 
the other transactions of the company. The entire receipts 
and payments w’ere pooled and carried forward from year to 
year until the end of the deferment period, at which time the 
amount on hand, after deduction of the necessary reserve, showed 
fthe total surplus of the group. From this amount was ascer¬ 
tained the dividend which could be paid to each surviving mem¬ 
ber of the group. This is known as the asset-share system. 

Under the other plan similar groups were instituted, but a 
hypothetical annual dividend was allotted to each deferred- 
dividend policy. These annual dividends were accumulated 
at the rate of interest actually earned by the company. The 
dividends which had been thus tentatively allotted to policies 
which terminated by surrender or lapse or which became death 
claims before reaching the end of the dividend period were kept 
in the fund and accumulated at interest together with subsequent 
hypothetical annual dividends on policies remaining in force. 
The total amount of the accumulated dividend fund at the end of 
the period was divided among the then surviving policyholders. 

The deferred-dividend system has undoubted advantages. 
Those who die early incur no financial loss on the transaction, 
and it seems reasonable enough to compensate those who live 
longer and pay more for their insurance by allowing them a 
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greater share of the profits. Moreover, it may be maintained, 
and with some reason, that a year is too short a period in which 
to ascertain profits or losses upon a business which depends to 
so great an extent on the maintenance of average results over 
long periods. On the other hand, 20 years, which was the most 
common deferred-dividend period, is perhaps too long. Many 
policies were issued on this system with deferred dividends pay¬ 
able in 5, 10, or 15 years, although the 20-year period was the 
most popular. 

The real defect of the system as formerly practiced was not 
inherent but arose from the fact that no accounting was required 
of the funds which were being accumulated to pay deferred 
dividends. Amounts set aside to pay future dividends were not, 
prior to 1907, a definite liability. The companies had in thejir 
hands in this way very large sums of which they had full control 
and regarding the accumulation of which no details could be 
demanded by anyone. These large dividend funds were carried 
on the books as surplus. The posscwssion of such ‘\surplus’' 
funds was a temptation to extravagance in management. Thus 
it was the lack of propc^r accounting which was wrong, not any 
fundamental defect of the system itself. In addition a system of 
issuing dividend “illustrations^’ which were regarded by many 
policyholders as guarantees had grown up. Disappointment 
with actual results as compared with the figures shown in 
these illustrations caused much criticism of the whole system. 
Deferred dividends are now forbidden by most states. 

Special Forms of Surplus Distribution. —In addition to the 
regular annual dividends, some companies also pay extra dividends 
or special settlement dividends. 

An extra dividend may be either a single payment made after a 
policy has been in force a specified number of years or it may be 
a periodical additional dividend allotted at stated intervals. 
In the former case the single extra dividend is usually a substitute 
for a first-year dividend, such an extra dividend being sometimes 
paid where the contract provides for dividends beginning at the 
end of the second year. This system has some practical advan¬ 
tages since it will reduce both the initial outlays and the first- 
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year lapse rate. In effect, the method really amounts to assessing 
a larger share of first-year expense against those policies which 
terminate before the time when the additional dividend is 
paid. 

Periodical extra dividends at (say) every fifth year have not 
been common. There seems to bo very little, if any, theoretical 
basis for such a method of distributing surplus. The practical 
advantage lies in the fact that while the average net costs over 
a long period of years are reduced by these extra payments, 
the actual cost to the company is reduced by the fact that only 
those whose policies are kept in force get the additional payments. 
In the same way a special dividend paid only at the end of the 
twentieth year would reduce the average cost to the policyholder 
for the whole period quite considerably, but only those whose 
policies are maintained in force for the whole of that period will 
benefit. 

A few companies allow a special dividend at the time of ter¬ 
mination of the policy either by maturity or death, cr even on 
surrender, provided the policy has been in force for a required 
length of time. The theory of such a distribution seems to be 
that upon termination after a certain period a policy is entitled 
to some part of the general surplus or contingency funds. These 
dividends are variously called mortuary dividends, maturity 
dividends, or special settlement dividers, and they are usually 
calculated as a percentage of the reserve at the time of termina¬ 
tion. The majority of companies do not favor such a system of 
extra dividends on termination, taking the view that normally 
the contingency fund will be about the same proportion of the 
policy reserves when a policy enters as when it terminates. 

The practical advantage of these dividends is, in general, the 
same as for other forms of extra dividends, that they encourage 
persistency and tend to reduce lapse. On the other hand such 
extra payments involve smaller regular dividends, while there 
may be a tendency that the extra dividends will come to be con¬ 
sidered as guarantees, especially where they are declared as flat 
percentages of the face amount of insurance or the reserve, or 
where they have been paid on the same basis for a long period 
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of time. The latter point is important. During recent years 
reductions have been necessary in some cases in extra dividends 
which had been paid on an apparently settled basis for many 
years. Such reductions have undoubtedly caused disappoint¬ 
ment to policyholders who had supposed that the extra dividends 
could be relied upon. 

For a time the attitude of the Insurance Department of New 
York appeared to be that these various types of extra dividends 
were contrary to the requirement of the law that surplus should 
be distributed annually and not otherwise, and from 1925 to 
1928 the payment of extra dividends at regular intervals was 
prohibited by departmental ruling. 

Annuities. —While annuities of the retirement type have been 
issued on a participating basis for many years, the ordinary forms 
of immediate life annuities have usually been non-participating. 

Immediate Annuities .—In theory there is no reason why the 
premiums for annuities should not be computed on the basis of 
very conservative mortality, interest, and expense rates with 
provision for dividends in event of a more favorable experience, 
just as is done in the case of life insurance policies. In practice, 
however, there are some reasons why this procedure has not been 
usual. Owing to the very low and continually improving 
mortality among annuitants little or no profit has been made 
or may be expected from this source. In fact, in the past, a loss 
from mortality has been the rule. The loss from a low mortality 
rate has probably been more than offset by excess interest 
earnings, but these, because of the annually decreasing reserve 
(due to increasing age), normally decrease even where the rate 
of interest earned remains the same. In recent years, with a 
decreasing interest rate, this tendency has been accentuated. 
The loading, in the case of single premium annuities, is paid but 
once, and hence this source of surplus is non-existent after the 
first year. 

Consequently dividends on annuities, if they had been issued 
on a participating basis, would not only have been small, con¬ 
sisting of interest profit less mortality loss, but would have shown 
a decrease each year. Until recently, it has seemed better to 
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all or nearly all companies to base annuity rates on the most 
liberal assumptions consistent with safety and make them non¬ 
participating. This, however, involves a certain amount of 
risk to the company. In order to make annuities attractive 
and satisfactory from a competitive standpoint the assumptions 
as to interest and mortality cannot be made too stringent, and 
if adverse changes occur after contracts have been issued the 
company is faced with a loss. 

In 1934, because of the fall in the interest rate and the uncer¬ 
tainties of the future, several important companies adopted the 
participating basis for annuities. Rates for participating annui¬ 
ties are based on substantially lower interest and mortality rates 
than formerly used for non-participating annuities, and the 
result is that the guaranteed annuity which can be purchased 
for any given purchase price is substantially reduced. These 
lower guaranteed annuities will, however, be increased by 
dividends which will reflect the actual interest earnings and the 
actual mortality experience but which will not be guaranteed. 

The advantage of such a contract to the purchaser (annuitant) 
0s that, although he has not such a large guaranteed income as 
under a non-participating annuity, he may and, in fact, should 
get a larger actual income. The disadvantage is that the actual 
income will be uncertain in amount and also will probably 
decrease in amount. The advantage to the company is the 
greater degree of safety involved in the much more conservative 
assumptions as to the future rates of interest and mortality. 

Undoubtedly there is much to be said, particularly under 
present conditions, in favor of participating annuities. Many 
companies still feel, however, that the majority of annuitants 
want a fully guaranteed annuity of a fixed amount and will 
prefer such an annuity even if it proves to be lower than under a 
participating contract. 

A method of dividend distribution which would largely elimi¬ 
nate the objections to participating annuities is to apply each 
dividend in the purchase of a small additional annuity. In that 
way the total income would never decrease while the guaranteed 
income would show a gradual increase. 
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Retirement Annuities .—Annuities of the retirement type 
generally involve no mortality feature prior to the retirement 
age but are simply accumulations at interest of gross premiums 
less expenses. Such annuities are practically always participat¬ 
ing during the deferment period, the dividends consisting of (1) 
loading less expenses and (2) excess interest. 



CHAPTER IX 


THE TERMS OF THE POLICY 

In the early days of life insurance policy forms were short. 
They contained very little more than provision for payment 
of the premiums by the person insured and for payment of the 
sum insured by the company. Additional matter was for the 
most part in the nature of limitations on the payment of 
the insurance. Modern policy forms are long, chiefly because of 
the numerous provisions for the benefit of the policyholder 
which they must contain in order to comply with the insurance 
laws of the various states or which are rendered necessary by 
competition. Thus, tables of cash and other non-forfeiture 
values and provisions for optional methods of settlement or for 
benefits in event of total and permanent disability have added 
materially to the necessary length of policy contracts. The 
tendency to use “plain language” in place of technical legal 
phraseology has, however, simplified them, and the average 
policyholder who takes the trouble to read his policy will have 
no difficulty in understanding its terms. These facts are often 
forgotten by those who criticize the length and complexity of 
life insurance policies. 

Historical Development. —Prior to the era of governmental 
regulation of policy provisions, and before the expansion of the 
life insurance business had given rise to severe competition, 
policy conditions were in some respects much less favorable 
to the policyholder than they now are. For example, if the 
premium was not paid on the day it was due the policy was 
sometimes forfeited without the right to a cash or other value of 
any kind. Any surrender value allowed, always much smaller 
than at present, was available only if claimed within a short 
period after lapse. Such provisions were not always enforced 
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by the companies, but even in their limited exercise they were a 
source of large profits, which were at one time sufficient in some 
cases to pay the entire expenses of the company. It was many 
years before the practice became common of providing for 
guaranteed surrender values whether in the form of cash, reduced 
paid-up insurances, or otherwise. Such values were sometimes 
allowed, but, as a general rule, there was until comparatively 
recent times no right to a surrender value. 

In 1861 the legislature of Massachusetts passed the first 
non-forfeiture law. This law required the companies operat¬ 
ing in that state to grant surrender values in the form of extended 
term insurance, a feature which is explained later in this chapter. 
The New York non-forfeiture law of 1879 provided for the 
granting of paid-up insurance of reduced amount in case of 
lapse, but only if such paid-up insurance was claimed by the 
owner of the policy within 6 months of lapse, a restriction which 
destroyed much of the benefit of the law and which was generally 
taken advantage of by the companies. These laws, together 
with the general influence of competition, gradually led to a more 
liberal treatment of policyholders in the matter of guaranteed 
surrender values. The first step was the guarantee of propor¬ 
tionate paid-up insurance in case of lapse of limited payment 
life policies and endowment policies, this being generally vsome- 
what more liberal than the non-forfeiture laws required. By the 
end of the nineteenth century it had become common for the 
companies to insert in their policies tables showing the amounts 
of guaranteed cash or other surrender values which could be 
obtained each year in event of discontinuance. In fact, the 
force of competition was so great that there was a tendency to 
excessive liberality in this respect. It was in this period that the 
practice was introduced of allowing the full amount of the reserve 
as a cash surrender value after the policy had been in force some 
years. 

It was also usual at one time (prior to 1906) to require the 
applicant to warrant the truth of all statements made in the 
application. Most applicants were not aware that the legal 
effect of this was to render the policy void at the company's 
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option if any answer or statement, however trivial, was not 
literally true. The opportunity thus offered to an unscrupulous 
company to evade payment of legitimate claims is obvious. The 
lavrs of most states now prohibit such a provision and require that 
statements by the applicant shall be considered to be represen¬ 
tations, not warranties, and thus need be only substantially true. 

There are many other respects in which policy provisions are 
now more favorable to the insured than formerly. Thus most 
modern policies are entirely free from all restrictions as to change 
of residence or occupation except where, for special reasons, it 
may be necessary to provide otherwise if the insurance is to be 
granted. Formerly all policies contained very definite limitations 
as to residence, travel, and occupation. It must be admitted, 
however, that, under conditions then existing, some of these 
restrictions wore necessary. 

Governmental Regulation. —At the present time the terms 
of the policy are to a considerable extent prescribed by law. 
Policies must contain certain standard provisions required by 
the laws of the states in which insurance is written. In many 
^states, policy forms must, in addition, be approved by the insur¬ 
ance commissioner before they can be used, and such approval 
will not be given unless they are free from any features considered 
to be objectionable from the policyholder^s point of view. 

State regulation of policy forms or of policy provisions arose 
out of the recommendations of the Armstrong Committee. Fol¬ 
lowing the investigation of that committee the insurance com¬ 
missioners of the several states held a conference in February, 
1906, at which a committee was appointed (the ‘^Committee of 
Fifteen’0 to report on the subject of uniform legislation with 
regard to life insurance matters. The recommendations of the 
Committee of Fifteen followed those of the Armstrong Committee 
in a great many particulars with the result that the insurance 
laws of the states, particularly with regard to standard policy 
provisions, are very similar. 

There will now be considered some of the principal standard 
policy provisions in conjunction with such other provisions as 
are usually found in modern policy forms. For convenience of 
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discussion the provisions may be divided into three groups: (1) 
those which relate to payment of premiums; (2) those which relate 
to payment of the sum insured; and (3) those which are of a 
miscellaneous nature. 

POLICY PROVISIONS RELATING TO THE PAYMENT OF PREMIUMS 

Days of Grace. —It is usually provided that premiums may 
be paid at any time within a month (or 31 days) following the pre¬ 
mium due date, the policy remaining, meantime, in full force. 
If death takes place during the grace period, the premium is 
deducted from the amount payable. As no premiums are 
received from those who eventually lapse their policies, although 
their insurance remains in force during the grace period, there is 
some loss from this source. The company could, if so provided 
in the contract, require interest for any part of the grace period 
taken advantage of by the policyholder, but, in practice, this 
is never done. As the period of grace is largely taken advantage 
of, and as, on the average, premiums are not received until 
about 3 weeks after they are due, there is a considerable loss of 
interest to the companies. The avoidance of lapse, however, 
may be considered as offsetting such loss of interest and loss on 
insurance. It should, however, be noted that, as the companies 
are generally required to issue premium renewal notices not less 
than 15 days before the due date of the premium, there is very 
little real need for any gra(;e period. The effect of state laws 
regarding premium notices and days of grace is that the policy¬ 
holder receives his notice from six weeks to two months before 
the last day for payment, and there is more than a possibility 
of its being overlooked unless the company voluntarily sends a 
second notice during the grace period as is generally done. 

Non-forfeiture. —Provision for non-forfeiture in event of non¬ 
payment of premium is of great importance. The contract 
generally provides (except in the case of term insurance) for a 
cash surrender value of specified amount after the first 2 or 3 
years, provided it is demanded within a stated period after the due 
date of the unpaid premium. The policy also contains provision 
for other non-forfeiture options of equal value in lieu of such 
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cash surrender value and a statement as to which of these options 
will automatically become operative in default of any demand or 
election being made by the owner of the policy. 

The principal options usually allowed in lieu of a cash surrender 
value are reduced paid-up insurance^ extended term insurance^ and 
automatic premium loan. Under the paid-up insurance option, 
the amount of the policy is reduced to that amount of fully 
paid life or endowment insurance which is equivalent on a net 
premium basis to the cash surrender value, that is, the amount 
upon which the reserve after change is equal to the cash surrender 
value at date of lapse. In other words, the cash value is applied, 
as at the attained age of the insured, to purchase the same kind of 
insurance (life or endowment) on the single premium plan, but on 
a net basis, not at the company's ordinary rate for new insurance 
on the single premium plan. 

Under the extended term insurance option, the cash surrender 
value is used as a net single premium to buy term insurance of the 
full amount of the policy (or rather for the face amount of the 
policy increased by any dividend additions and decreased by any 
‘^indebtedness) for su(;h a period as it is sufficient to purchase, the 
insurance ceasing entirely at the end of that time. ^ The law some¬ 
times provides that reduced paid-up insurance and extended 
term insurance shall be non-participating and without the right 
to loans or cash value. The majority of companies, however, 
allow a cash value for such insurance, and some also allow 
participation. 

Under the automatic premium loan option, the premium 
due is automatically paid by loan, the policy being continued 
in full force for its face amount subject to deduction of the amount 
of the loan and interest thereon. When subsequent premiums 
become due they are paid in the same way so long as the remain¬ 
ing net cash value is sufficient. When the cash surrender value 
has thus been exhausted the policy goes out of force. 

1 Extended term insurance is usually, but not always, the full equivalent 
of the cash value. Thus, under the New York law, if the reserve for the 
policy is on the basis of the AM (5) Table the extended insurance may be 
computed on the basis of a higher rate of mortality. 



THE TERMS OF THE POLICY 


197 


Before discussing the relative advantages of these various 
options on surrender or lapse, there will be considered some of the 
questions which arise in determining the amount of the cash 
surrender value. 

Cash Surrender Values. —In general, the maximum amount 
which can be allowed as a cash surrender value is the full reserve 
value of the policy and of any dividend additions thereto. It 
may be claimed that, in addition to the full reserve of his policy, 
a policyholder is entitled to withdraw also a part of the general 
surplus fund of the company to which he has presumably con¬ 
tributed. One or two companies have adopted such a rule, 
although only to a very limited extent allowing a special settle¬ 
ment dividend in addition to the guaranteed cash surrender value 
in case of policies which have been in force for a stated minimum 
period such as 10, 15, or 20 years. It is not, however, generally 
admitted that a withdrawing policyholder is properly entitled 
to take with him any part of the company^s surplus. In fact 
the better opinion is that a withdrawing policyholder should 
never receive, as a cash value, as much as the full reserve for the 
policy—to say nothing of a larger amount. 

The minimum amount of the cash surrender value is deter¬ 
mined by the legal requirements of the states in which business 
is done. Many state laws require the company to grant as a 
minimum cash surrender value the reserve, less either a specified 
percentage or a specified amount for each $1,000 of insurance, after 
the policy has been three years in force. No state law requires a 
surrender value before the end of the third year, but some com¬ 
panies grant cash values after 2 years and, in a very few cases, 
even at the end of 1 year. The difference between the full 
reserve and the cash surrender value is called the surrender 
charge, A surrender charge in the form of a constant percentage 
(as indicated in some of the state laws) results in a very small 
deduction in dollars and cents where the reserve is small, that is, 
chiefly in the case of policies which have been only a short time 
in force and correspondingly larger deductions in the case of 
policies which have been a longer time in force. The fact is 
however that a smaller surrender charge is needed by the com- 
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pany in the late years—since the chief reason for a surrender 
charge is the liquidation of excess initial expenses. A flat per¬ 
centage deduction is wrong in principle. A deduction of the 
same amount irrespective of the duration of the policy would be 
equally objectionable. It is usual to adopt a reducing scale of 
surrender charges per $1,000 of insurance, and to make no deduc¬ 
tion from the reserve after a period varying in different com¬ 
panies, from 3 to 20 years. 

There are some good reasons why the surrender value should 
never equal the full amount of the reserve. For the first few 
years of the existence of the policy the full rciserve could be paid 
only at an actual loss to the company. This is because the initial 
expense involved in placing the policy on the books, and part 
of which was drawn from the company's surplus funds, is usually 
not liquidated out of renewal loadings and profits for some years 
after issue. Normally, several years elapse bcifore a policy has 
paid its own way, that is, has provided from its own premiums 
for all expenses, the cost of insurance, the necessary reserve, 
and any dividends which have been allotted to it. Before that 
time the full reserve cannot be paid as a cash surrender value, 
except at a loss, although a smaller amount, corresponding to 
the actual net accumulated receipts, could be paid. Even after 
the policy has actually provided the full amount of its own reserve 
it is still a question whether the full reserve should be allowed as a 
cash surrender value. It would seem reasonable to assume that 
surrendering policyholders, as a class, are subject to a lower death 
rate than that of the whole body of policyholders. It is certainly 
true that few policyholders who arc in bad health, and who are 
likely to die in a few years will surrender their policies, so that 
those who keep their policies in force will include all, or prac¬ 
tically all, who are in bad health. If this is so the proportion of 
the total reserve fund which would be required in respect of the 
policies of those who surrender is less than their pro rata share of 
the whole, and, if they draw out a pro rata share, the amount of 
reserve which is left will be insufficient to provide for the increased 
rate of mortality among those who remain. This will, per¬ 
haps, be seen more clearly by considering that the policy- 
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holders could not be divided into two equal groups, one of which 
contained all in bad health, and the reserve for each group con¬ 
sidered to be one-half of the whole amount. Evidently a larger 
amount would be required for the group among which the death 
rate would be higher, i.e., the continuing policyholders. It is no 
doubt true that a very large proportion of all surrenders is made 
entirely for financial reasons and without reference to the health 
of the policyholder, but this does not alter the fact that only in 
unusual circumstances will a policyholder in bad health sur¬ 
render his insurance. 

Another and a still more important reason for making some 
deduction from the full reserve at all durations is that, from a 
financial standpoint, payment of the full reserve in cash actually 
entails a loss to the remaining policyholders. All companies 
have a certain proportion of doubtful assets. There is no 
apparent reason why withdrawing policyholders should receive 
their entire stakein (.ash leaving those who remain to share 
what is left. There is also the fact that the liability to pay 
cash values neceswsitates the maintenance of large bank balances 
and other relatively unproductive liquid assets. 

The ideal system of cash surrender values would be based on 
the accumulation of actual receipts and disbursements rather 
than on the reserve. Such a basis would permit, for some classes 
of policies, cash values even from the first year, although such 
values, where possible, would necessarily be of very small 
amount. 

In 1934 there was a general revision of cash values in a down¬ 
ward direction. This important change, which was participated 
in by practically all companies, rcvsulted from the unprecedented 
demand for cash and loan values which arose after the temporary 
closing of all banks by presidential order in 1933, and which 
caused state insurance authorities to declare a partial moratorium 
on cash surrender values and loans. ^ The abnormal conditions 
of 1933 provided the opportunity to correct the situation. This 
revision consisted in (1) an increase in the scale of surrender 

1 Many of the companies had long felt that surrender values were on a 
too liberal basis but no opportunity had occurred for a general revision. 
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charges and (2) an extension of the period during which a 
surrender charge is deducted. For example, some of the principal 
companies adopted a maximum surrender charge in the third 
year of $25 per $1,000 insurance (subject to state laws) instead 
of the previous maximum of $15 and extendc^d the surrender 
charge period from 9 to 19 years, allowing the full reserve only 
in the twentieth year or later—or, of course, at earlier maturity 
in the case of an endowment policy. Other companies took 
similar action in varying degree. Very few companies made no 
reduction. 

Another change in regard to cash (and loan) values which was 
very generally made at the same time was the adoption of a 
delay clause under which the company has the right to postpone 
payment for a stated period. This clause was previously in use 
by a number of companies and was, in fact, required by law in 
the state of Massachusetts (domestic companies only). The 
delay period is usually 3 or 6 months. Some states (including 
Massachusetts) limit the period to 3 months. In certain states 
no delay is permitted where request for the cash value is made 
within 1 month of the premium due date. 

The advantage of a delay clause is that it gives the company 
the legal right to postpone payment, and under certain conditions 
(such as existed during the moratorium) this might be very 
desirable. Such conditions arise rarely. The presence of the 
clause is evidently no disadvantage to the policyholders while 
it is not effective. If conditions arise when there might be a 
“run’’ on the company for cash the clause would be of real value 
as a protection of the interests of the policyholders as a whole, 
and it is probably only in such circumstances that it would be 
invoked. 

Only in the United States and Canada is it usual to guarantee 
liberal surrender values. The tendency of insurance laws on 
this continent is to compel the companies to grant what are 
sometimes excessively liberal terms to policyholders—particularly 
withdrawing policyholders. It is very doubtful if the best 
interests of policyholders as a whole are attained by such an 
attitude. It is true, of course, that the large values generally 
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allowed are not required by law, competition being an important 
factor. However in many respects the law seems unduly con¬ 
cerned over the welfare of the lapsing policyholder while rather 
less so in regard to the continuing policyholder. 

Reduced Paid-up Insurance. —The advantage of reduced 
paid-up insurance as compared with the other non-forfeiture 
options is that it provides insurance of the same kind and for 
the same period as the original policy and for a definite, though 
smaller, amount. The other non-forfeiture options (extended 
term insurance and automatic premium loan) provide insurance 
which is either temporary or both temporary and of decreasing 
amount. The reduction in amount, when paid-up insurance is 
elected, is naturally very considerable in the earlier policy years. 
The option is consequently probably less often exercised than 
the others, although in a very few companies reduced paid-up 
insurance is automatic in event of no other election being made 
by the policyholder. 

In the case of limited payment life or of endowment policies 
the paid-up option is more frequently exercised than in the case 
of ordinary life policies. The amount of the paid-up insurance 
in such cases is larger and, except for the higher ages at issue, 
approximates to such proportion of the face of the policy as the 
number of premiums paid bears to the total number payable. 
This appeals to policyholders as reasonable. Formerly, it was 
quite common to allow such ^‘proportionate paid-up insurance 
under limited payment and endowment policies, but under 
present laws the paid-up insurance must be equivalent of the 
cash surrender value. 

Extended Term Insurance. —Extended term insurance (some¬ 
times called “continued insurance’') provides insurance protec¬ 
tion of the full amount of the policy for such period as can be 
purchased by the net cash surrender value. 

The amount of the extended term insurance is the same as that 
of the original policy, unless there is a policy loan unpaid at 
the date of lapse, or unless there are existing dividend additions. 
If there is an outstanding policy loan, both the amount of term 
insurance and the cash value used as a net single premium are 
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reduced by the amount of the loan. If there are any dividend 
additions standing to the credit of the policy, the amount of 
these will be added to the term insurance, and, of course, the 
cash value of such dividends is included in the total cash value 
applied in purchasing the term insurance. Frequently the 
policyholder fails to understand why there should be a reduction 
in both the amount and period of extended term insurance on 
account of a policy loan. An unpaid x)olicy loan is, in effect, 
a prepayment of part of the sum insured. In event of death 
while the policy was in full force on a premium-paying basis the 
loan would be deducted. The amount of insurance under the ex¬ 
tended term clause should not be greater than such net insurance. 

The loan must, of course, also be deducted from the cash value 
since it is the net cash value which is available to purchase the 
extended insurance. The effect of deducting the policy loan 
from both the cash value used to purchase extended insurance 
and the face amount of the policy (in determining the amount of 
the term insurance) is to reduce the length of the term purchas¬ 
able. That is because, in such circumstances, the deduction is a 
much greater proportion of the cash value than it is of the face 
amount of the policy. Theoretically the amount of term insur¬ 
ance should not be the face amount less the loan but the face 
amount less the part thereof having a cash value equal to the 
amount of the loan. If this method were used, the period of 
term insurance would not be affected by a loan. The rule laid 
down by law in effect increases the total insurance and thus 
necessarily reduces the term since the net cash value remains the 
same. Thus if a policy of $1,000 has a cash value of $500 and a 
loan of $250, it is clear that the cash value of one half of the 
policy is required to repay the loan so that the proper amount 
of extended insurance would be $500 whereas the law requires 
insurance of $750. In other words the amount of the term 
insurance is reduced by one-fourth, while the cash value available 
to purchase it is reduced by one-half. The term therefore must 
be less than it would be if no indebtedness existed. In the same 
way, where there are dividend additions, the term will be 
increased, since the increase in the cash value is proportionately 
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greater than the same increase in the amount of insurance to 
be granted. 

In the case of endowment policies the cash value may be more 
than sufficient, after some years, to carry the insurance for the full 
amount to the end of the endowment period. It will be remem¬ 
bered that an endowment insurance may theoretically be divided 
into two parts, a term insurance and a pure endowment. After 
the policy has been some years in force the cash surrender value 
will eventually exceed the cost of the remaining term insurance. 
When that occurs, the excess of the cash value over the amount 
required to pay for the term insurance for the balance of the 
original term of the policy is applied to purchase a reduced amount 
of pure endowment payable at the end of the endowment period if 
the insured is then living, and not otherwise. 

For example, in the case of a 20-year endowment policy for 
$1,000, issued at age thirty-five and 10 years in force, the reserve 
(American Experience Table at 3 per cent) is $407.45.^ The net 
single premium at age forty-five for 10-year term insurance of 
$1,000 is $109.55, leaving a balance of $297.90 to be applied to 
purchase a pure endowment payable at the original maturity 
date if the insured is then living. The amount of pure endow¬ 
ment so purchased is $459.94. The extended insurance of 
$1,000 for 10 years with a pure endowment of $459.94 is, of course, 
the same thing as $459.94 endowment insurance (not pure endow¬ 
ment) plus $540.06 10-year term insurance. Theoretically the 
cash value could, equally well, be applied to purchase $1,000 of 
pure endowment, or a smaller amount if the cash value were 
insufficient, any balance being applied to purchase term insurance 
of reduced amount for the balance of the endowment period. 

Automatic Premium Loan. —The principal advantage of the 
automatic premium loan system is that the policy is kept in full 
force on its original plan, so that if the policyholder desires to 
resume payment of premiums he may do so without the necessity 
of submitting proof of his insurability. In the case of both 
reduced paid-up insurance and extended term insurance, rein- 

^ This illustration assumes that the cash value at the end of the tenth year 
is the full reserve which is not necessarily the case. 
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statement to the former premium-paying basis may be made only 
if the insured is still insurable, a requirement which often means 
that it is necessary for him to submit to medical examination or, 
at least, to certify to his continued good health. Many cases of 
lapse occur from inadvertence, and, in such cases, it may be a 
considerable hardship if medical reasons prevent the subsequent, 
reinstatement of the policy. Under the automatic premium 
loan system this difficulty is avoided. The policy remains in its 
original status, being subject merely to the indebtedness created 
by the loan of premiums with interest. This system is, there¬ 
fore, well adapted to meet the numerous cases of failure to pay 
premiums which occur through inadvertence, such as, for exam¬ 
ple, where a policyholder is absent from his home when the 
premium becomes due, or where for some reason or other he has 
unintentionally neglected payment. 

The automatic loan system has, however, some rather serious 
disadvantages. Where payment of arrears is delayed the amount 
of insurance decreases rapidly each year on account of the increas¬ 
ing loan. In many cases both the effective insurance protection 
and the time until the policy finally terminates are less than they 
would be under extended insurance. Moreover, the system 
makes it easy for the policyholder to fall into the habit of post¬ 
poning payment of premiums since he knows that he may pay 
them later irrespective of his state of health. In some cases 
an indebtedness will thus be established, perhaps quite needlessly, 
which may never be repaid. 

About half of the companies use the automatic premium loan 
system. In some companies it is provided for in all policies, 
while in others it may be elected at the option of the policyholder 
when the policy is issued. From the company's point of view 
the system is more troublesome in operation than either extended 
term insurance or reduced paid-up insurance and has other 
practical disadvantages. For example, although there is no cash 
income during the currency of the loan, state premium taxes must 
be paid on the premiums so paid by loan while the interest charged 
on the company's books increases the federal income tax. In 
some companies, also, commission is paid on the premiums 



THE TERMS OF THE POLICY 


205 


credited, thus adding further to the expense and removing part 
of the agent^s incentive to collect the renewal premiums. If there 
is additional expense, other factors remaining the same, the 
insurance is kept in force for a shorter time or for a smaller 
equivalent amount than under other non-forfeiture options. As 
other factors are not always the same, it does not follow that the 
automatic premium loan option will necessarily be less favorable 
to the policyholder. 

The relative advantages and disadvantages of the extended 
term insurance option and the automatic premium loan option, 
from the polieyholder\s point of view depend on the premium 
rates, dividends and cash values of the company concerned. 
A good d(‘al depends on the scale of surrender charges in use 
and the number of years the policy has been in force when lapse 
takes place. Under the automatic premium loan system the 
actual termination does not take place until the time when the 
indebtedness equals the cash value, which may be several years 
after cessation of premium payments. The actual surrender 
charge (if any) under this system may, therefore, be much less 
than the surrender charge which would be deducted from the 
cash value at date of default in purchasing extended term insur¬ 
ance. The effect of this is seen chiefly in the case of lapses during 
the early years, especially where the policy is on a low-priced 
plan such as ordinary life. In such cases it may happen that the 
insurance remains in force longer under the automatic premium 
loan plan than under extended insurance. 

As already stated, the chief advantage of the automatic 
premium loan system is that it permits “reinstatement^’ without 
evidence of health and with no other formalities than the resump¬ 
tion of premium payments. The indebtedness incurred need not 
be repaid at that time but, if it is not, interest must be paid in the 
same way as on any other policy loan. Such a plan will undoubt¬ 
edly prevent the ultimate lapse of a large number of policies which, 
under either the paid-up insurance option or the extended term 
insurance option, would not be restored, owing to the trouble of 
applying for restoration or because of inability to furnish proof of 
instirability. 
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Reinstatement. —All policies give the right of reinstatement 
within a reasonable time after lapse, provided the insured is still 
an insurable risk. The company could not afford, in general, to 
permit reinstatement, even after a brief period, without evideiute 
of insurability. If that were done those who had lapsed their 
policies and who unexpectedly found themselves in bad health 
would, in most cases, take advantage of the right to reinstate 
w^hile many of those in good health would not do so. Usually, 
however, a medical examination is not required where the lapse 
has occurred very recently, the company in such cases generally 
accepting a statement from the insured that he is still in good 
health. It is generally held that under the usual policy provision 
requiring evidence of insurability satisfactory to the company 
(not merely a satisfactory medical examination) the same degree 
of selection may be made by the company on an application for 
reinstatement as on an application for insuran(?e. In other words 
restoration may be declined for other than medical reasons—for 
example, impaired habits or unsatisfactory financial standing. 

The right of reinstatement does not usually apply where the 
cash value of the policy has been paid or, sometimes, where the 
policy has been continued as extended term insurance for the full 
time available and is no longer in force. The right of reinstate¬ 
ment, while a proper one so long as it is intended to cover cases of 
lapse through inadvertence or through inability to pay premiums, 
may properly be restricted in this way since, where either the 
cash surrender value has been paid in full or the extended insur¬ 
ance has expired, the insured has received the full consideration for 
his premiums and has no right to any terms different from those 
offered to new applicants. As a matter of fact it would fre¬ 
quently not be financially advantageous to reinstate a policy 
some time after it had ceased to be in force if it were necessary to 
pay all arrears of premium with interest—the usual terms. 
The only good reason for reinstatement in such cases would be to 
obtain a form or type of policy no longer issued. 

In practice, the companies take a very liberal view of the gen¬ 
eral question of reinstating policies, not only under the provisions 
of the various state insurance laws, but also under the frequently 
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more liberal terms of their own policies. It may be said that 
where the insured can furnish satisfactory evidence of good 
health and insurability there are very few cases in which rein¬ 
statement could not be effected on suitable terms. The terms 
would usually be payment of past-due premiums with interest 
together with either payment in cash of any indebtedness which 
existed at the date of lapse with interest or reinstatement of 
such indebtedness increased by past-due interest if the cash value 
of the policy after reinstatement were sufficient. 

Reinstatement hy Redating. —method of reinstatement which 
is sometimes adopted when lapse occurs before the policy has 
acquired a cash value is to reissue the policy, advancing its date by 
the period during which the policy has been out of force, allowing 
credit for all premiums paid on the original policy. The premium 
payable on the reissued contract would correspond to the age on 
the new date of issue and might therefore be greater than the 
original premium. This method is not practicable after the 
policy has acquired a cash value since under the non-forfeiture 
provision the insurance would remain in force for at least part of 
the time between lapse and reinstatement. 

POLICY PROVISIONS RELATING TO PAYMENT 
OF THE SUM INSURED 

The policy is usually made payable upon receipt of proof of the 
death of the person whose life is insured, and although old forms 
of contract which provide for an interval of some months before 
payment is due are still in force, the amount due is now always 
paid immediately upon establishment, by the claimant, of the 
right to receive payment. Occasionally payment is made as of 
the date of death, interest being allowed from the date of death to 
the date of payment. This practice, although not uncommon 
some years ago, is now rare. 

The principal policy provisions relating to the payment of the 
sum insured are the incontestable clause and the clause pro¬ 
viding for optional modes of settlement of the amount payable. 

The Incontestable Clause. —The majority of the states require, 
and the policies of all companies provide, that they shall be 
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incontestable after a stated period from date of issue except for 
non-payment of premiums and sometimes except for other 
specified reasons. The reason for such a provision is found in 
the character of the life insurance contract. The contract is 
based on information supplied by the insured, and it is undesir¬ 
able that payment should be disputed many years later after the 
insured is dead and when it may be difficult either to prove or to 
disprove the truth of any statements in question. In the absence 
of fraud it is clearly desirable that certainty of payment should be 
assured, and a provision to that effect is, perhaps, necessary to 
create the confidence of the public in the institution of life 
insurance. 

Clauses in use by the companies are, in general, of three types. 
The first may be termed a ‘^straightincontestable clause. 
Such a clause may read as follows: 

This policy shall be incontestable after it shall have been in force 
for two years from its date except for non-payment of premiums and, 
at the option of the company, except as to provisions relative to benefits 
fb the event of total and permanent disability and provisions which 
grant additional insurance specifically against death by accident. 

It will be noted that there is no exception in event of fraud in 
obtaining the policy. Strictly speaking, such an exception 
should not be necessary, since nothing is more clearly established 
in the general law of contracts than that fraud renders a contract 
void ah initio. The weight of judicial opinion, however, is that a 
policy obtained by fraud can nevertheless be enforced against the 
company under the provisions of an incontestable clause, pro¬ 
vided, of course, the period of contestability has expired. Since 
under this type of clause it has also been held that the death of the 
insured during the period specified does not suspend the operation 
of the clause, it follows that where death occurs shortly after the 
issue of a policy obtained by fraud the beneficiary could, by 
merely waiting until the expiry of the contestable period before 
notifjdng the company of the death of the insured, recover full 
payment, unless the company had in the meantime found out 
about the fraud and had brought an action in equity for rescission 
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of the policy. The company must, therefore, satisfy itself 
during the period of contestability as to the hona fides of the 
applicant and the correctness of the statements in the application. 

The exception in regard to non-payment of premiums is prob¬ 
ably superfluous, since not only is the consideration for the 
contract (the premium) fundamental to its existence, but, in any 
case, the contract itself specifies what modifications of the bene¬ 
fits are to take effect in event that a premium is not paid, and 
any contest could relate only to such modified benefits. 

The laws of some states permit a further exception of * Viola¬ 
tion of any provision of the policy relating to naval or military 
service in time of war.'^ Under normal conditions few policies 
contain any restrictions as to military or naval service (except as 
to special benefit provisions as noted below), the company taking 
the risk that the insured may, at some future date, engage in such 
service, so that such a provision would, in the great majority of 
cases, be inoperative and is, therefore, usually omitted. In 
time of war, or if war seems imminent, special ^Var clauses 
which limit the company's liability in event of death while in 
active service, unless an extra premium is paid, are placed in all 
new policies issued. 

In regard to the so-called ^'special benefits^' (f.c., disability 
and double indemnity) a different situation exists from that 
relating to the life insurance contract. Provision for such bene¬ 
fits would be practically impossible if the company were pre¬ 
vented after a brief period from contesting an improper or 
fraudulent claim. Consequently, the provisions relating to such 
benefits are properly excluded from the operation of the incon¬ 
testable clause. 

The second type of incontestable clause is the same as the one 
already considered except that the period of incontestability 
commences after the policy has been in force for a stated period 
during the lifetime of the insured. Because of the construction 
placed by the courts on the first type of clause, holding that 
rights under the policy were not fixed by the death of the insured, 
many companies have adopted this modified wording. The 
effect is that, if death occurs within the specified period, the 
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claimant cannot gain any advantage by postponing notification 
or claim until after the contestable period has expired. 

A third type of clause provides that (with the exceptions 
already noted) 

. . . this policy shall be incontestable after one year from its date of 
issue unless the insured dies in such year, in which event it shall be 
incontestable after two years from its date of issue. 

This clause is more favorable to the insured than a straight 
2-year clause, since the policy becomes incontestable if the 
insured is still living at the end of 1 year. It is also more favor¬ 
able to the insured than the second type of clause above, since, 
in event of death within the first year, a disputable claim could 
be withheld until the end of the second year when the policy 
would be incontestable unless the company had obtained a 
rescission. The company is, however, partially protected by the 
fact that in such a case the claimant would have to wait at least 
a year. 

The tendency in recent years has been to make the incontesta- 
?ble clause more stringent by adopting a 2-year period instead of a 
1-year period. The majority of the principal companies now 
use a 2-year clause, many of them having recently changed from a 
1-year clause. 

An important question as to the scope of the incontestable 
clause was decided by the New York Court of Appeals in 1930.^ 
The company desired to issue policies restricting the coverage 
by excluding entirely the risk of death ‘^as a result of service, 
travel, or flight in any species of air craft except as a fare-paying 
passenger.’^ The Superintendent of Insurance refused to 
approve such a provision on the ground that it was inconsistent 
with the requirements of the New York law that policies should 
be incontestable after 2 years except for specified reasons as 
described above and not relating to participation in aeronautics. 

Such a contention is unsound. The law does not require the 
company to assume any and every hazard or none at all. It does 

^ Metropolitan Life Insurance Company vs. Superintendent of Insurance^ 
252 N. Y. 449. 
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require that, having contracted to cover a specified hazard^ it shall 
not, after a certain period, contest its contract. If the policy 
excludes a particular risk and if the insured dies from that cause, 
the company, in refusing payment, is not contesting the policy 
since no contract exists or ever existed to cover that contingency. 
The court held that there was nothing in the law inconsistent with 
the issue of such a restricted policy, saying: 

. . . the provision that a policy shall be incontestable after it has been 
in force during the lifetime of the insured for a period of two years is 
not a mandate as to coverage, a definition of the hazards to be borne 
by the insurer. It means only this, that within the limits of the cover¬ 
age, the policy shall stand, unaffected by any defense that it was invalid 
in its inception, or thereafter became invalid by reason of a condition 
broken. 

This decision is exceedingly important since it clearly defines 
the meaning of the incontestable clause and clarifies the right 
of the company to issue a policy under which there is restricted 
coverage during the whole lifetime of the contract. It must be 
noted, however, that the principle has not yet been accepted in 
all jurisdictions. 

Sometimes information is received by the company, after the 
issue of a policy, which shows that facts have been misrepresented 
by the insured. In such cases the company may, within the 
period of contestability, demand that the policy be returned and 
rescinded, the premiums paid usually being refunded. 

Misstatement of Age. —An adjustment made because of 
misstatement of age does not come within the operation of the 
incontestable clause. Most states have a standard policy provi¬ 
sion requiring that in event of a misstatement of age the amount 
of the policy shall be automatically altered to such amount as 
could have been purchased at the true age by the premium 
actually paid. This is a good practical rule. Frequently errors 
in age are not discovered until the death of the insured, which 
is usually many years after the date of the application. If such 
errors in age were within the scope of the incontestable clause it 
would be necessary to demand proof of age in all cases before a 
policy could be issued. While this might, in any case, be a desir- 
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able practice, and one which would save many claimants a good 
deal of trouble, many persons would be unable to furnish such 
proof, and the requirement would, in some cases, prevent the 
issuance of the policy. It is, therefore, not usual to call for proof 
of age at the time of issue. If proof is available it is to th(^ 
advantage of all concerned that it be submitted during the life¬ 
time of the insured so that age may be formally admitted. 
Frequently, because of ignorance or carelessness, incorrect infor¬ 
mation is given at the time a claim is made thus causing unneces¬ 
sary trouble and delay in settlement. 

Suicide. —The risk of death by suicide, whether sane or insane, 
is usually specifically excluded either during the first year or for 
the period of contestability, with the provision that, in event of 
suicide within the period specified, payment will be limited to a 
refund of the premiums paid. This provision is independent of 
the incontestable clause. In view of the decision in the Metro¬ 
politan case referred to above the companies probably could, in 
some states at least, exclude the risk of suicide entirely. There 
is, however, no reason to exclude the risk altogether. The possi¬ 
bility of future suicide is one of the hazards of life, and deaths 
from suicide are included in the mortality table. To eliminate 
the risk entirely would materially reduce the value of a life insur¬ 
ance policy and might work great hardship on dependents. There 
is, however, a strong tendency to increase from 1 year to 2 years 
the period during which suicide is not covered. This tendency 
was stimulated by the increase in number of suicides during the 
years of depression beginning in 1929. Normally, suicide is an 
element in the death rate the same as any other cause of death, 
and the object of the suicide clause is merely to protect the com¬ 
pany against fraudulent cases, f.e., applications made in contem¬ 
plation of suicide. 

Optional Modes of Settlement. —Practically all policies now 
issued which are, by their terms, payable in a single sum contain 
provision for optional modes of settlement. It is now customary 
to permit these optional settlements either at death or maturity 
or, within certain limits, upon surrender of the policy. The 
usual options offered are (1) payment of interest, annually or 
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otherwise, at a specified rate upon the sum insured during the 
lifetime of the beneficiary or for some other period fixed by the 
election of the insured (or of the beneficiary at the death of 
the insured) together with payment of the principal sum at the 
end of that time; (2) payment of equal instalments, annually or 
otherwise, including both principal and interest, for a fixed period 
of years; (3) payment of equal instalments for a fixed period of 
years as in (2) but with continuation of such instalments to the 
beneficiary for life if still living at the end of that time, the amount 
of the instalments depending not only on the length of the fixed 
period as in (2) but also on the age of the beneficiary; (4) payment 
of instalments of a selected amount until the principal sum is 
exhausted, interest being credited annually on the unpaid balance 
of the insurance; (5) an option to apply the proceeds of the policy 
in the purchase of a life annuity to the beneficiary at a rate slightly 
more favorable than the rates in use at the date of the settlement 
for ordinary cash purchasers.^ 

It is generally provided that when the settlement is to take 
effect, a supplementary contrcLct shall be issued in exchange for the 
original policy, such supplementary contract setting forth the 
terms of the special settlement. Sometimes the settlement is 
provided for by endorsement of the policy. 

Such settlements are usually ‘‘participating.^^ In the case of 
option (1) the effect of participation is to increase the rate of 
interest received by the beneficiary. Some companies allow a 
smaller “excess rate” if the principal amount is subject to with¬ 
drawal at the option of the payee. In the case of options (2) 
and (3) the “capital” (f.e., principal sum) is gradually being 
paid out, since each instalment consists in part of principal and 
in part of interest. The amount of each guaranteed instalment 
is increased by the excess interest earnings on the remaining, 
capital, and the actual total instalment, therefore, decreases as 
the remaining capital decreases provided the total interest rate 
remains the same. Excess interest is, however, sometimes 
spread over the duration of the contract so as to avo^ this 

‘ For full details of the terms of the optional settlements see specimen 
policy in Appendix C. 
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variation in return. Under option (3) the participation in excess 
interest usually extends only to the ‘‘instalments certain,” 
Under option (4) the effect of participation in excess interest 
earnings is to increase the period during which the stated incomci 
will be paid. This option differs from option (2) since each pay¬ 
ment is of the selected amount whereas under option (2) the total 
amount of each payment, including excess interest (or “interest 
dividend’0^ normally decreases. Under option (4) there is an 
income of fixed amount for an indefinite period, while under 
option (2) the period of payment is guaranteed but the actual 
amount of the income depends on the excess interest rate or 
“dividend.’’ 

The use of these alternative modes of settlement has greatly 
increased in recent years. The value of such settlements in 
providing a safe and convenient method of investment, in 
conserving the proceeds of life insurance policies, and in insuring 
that the original intentions of the insured will be carried out, as 
well as the many special uses and purposes which the optional 
settlements can be made to serve, have been recognized in a 
rapidly increasing degree. At the present time, a substantial 
proportion of new policies is issued with provision for settle¬ 
ment by one of the optional modes. The proportion so issued 
appears to be increasing. 

In most cases the optional settlement is selected by the insured 
himself when he applies for insurance, the policy when issued 
setting forth by endorsement the details of the special settlement 
elected. In some cases, where no such election was made at the 
time when the policy was issued, it is subsequently made by the 
insured; while in other cases election is made by the beneficiary 
at the time the policy becomes payable. When the election is 
•made by the person insured, the object is usually to insure 
that the principal sum will not be lost by unwise investment 
or speculation on the part of the beneficiary. Consequently, 
unless the right is specifically given to the beneficiary to elect 
payment in a single sum, the beneficiary must accept the mode 
of settlement chosen by the insured. The majority of elections 
of optional modes of settlement are of this nature; that is. without 
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the right to the beneficiary to elect payment of the proceedfc in 
a single sum, or to commute future payments at any later date 
after the settlement has commenced. Sometimes limited rights 
of surrender are given, such as the right to withdraw up to a 
specified amount of principal in any one year. It is usual to 
give executors or administrators of a deceased beneficiary the 
right to take payment of the remaining principal sum. In most 
cases these settlements are not suitable where the payee is not an 
individual or group of individuals (such as children of the insured) 
since such settlements are primarily intended for the benefit of 
payees and beneficiaries unaccustomed to dealing with the invest¬ 
ment of funds. Thus, some policies state that the optional 
settlements are not available if the beneficiary is a corporation, 
a partnership, or an association. These special settlements are 
not appropriate for certain special classes of policies which 
provide for payment in a particular form, such as life-income 
policies. They are, therefore, omitted from such policies. 

An important point in regard to the optional settlements is 
that under most state laws payments under the supplementary 
contract are not subject to legal process or attachment for the 
claims of creditors (except claims for '^necessariesprovided 
the beneficiary has not the right to surrender the contract. 
In New York such payments are not attachable "if the parties 
to the trust or other agreement so agree.The usual provision 
to cover such an agreement is that "benefits accruing hereunder 
shall not be transferable nor subject to commutation or incum¬ 
brance nor to legal process except in an action to recover for 
necessaries.'' 

Frequently applicants desire provision for settlements which 
are complicated by the nomination of many successive or con¬ 
tingent payees or which would be contrary to law. Sometimes 
the settlements requested would extend almost indefinitely 
into the future, involving the distribution of interest payments 
or instalments among beneficiaries of different classes, in amounts 
so small as to render the method of settlement unsui^.^ble. 
Any settlement which would render the principal sum or any 

^ Personal Property Law, Sec. 16. 
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part of it inalienable for a longer period than is allowed by the 
common law ^^rule against perpetuities^^ could not be permitted. 
This rule forbids the inalienable settlement of property for a 
longer period than the duration of lives in being at the date of the 
settlement and a further period of 21 years. Where the state 
law is less liberal, as in New York, where the maximum period 
of inalienability is the existence of two lives in being at the date 
of settlement, the terms of the settlement would be limited by 
the stricter rule.^ 

Uniform rules have been adopted by some companies specifying 
the limits within which elaborations and extensions of the optional 
settlements should be kept. 

Until the end of 1938 the optional settlements were usually 
based on a guaranteed interest rate of 3 per cent (with excess 
interest dividends as above described). At that time, because 
of substantial reduction in interest earnings, many, but not all, 
companies revised their policy contracts, reducing the guaranteed 
interest rate to 23 ^^ per cent with corresponding reductions in 
instalment settlements. In the case of option (3)—payments 
’certain with continuation for life—there is also a mortality 
element, because of the deferred life annuity. Originally this 
had been based on the American Experience Table, no distinction 
being made in the instalments for male and female beneficiaries. 
Later it was found necessary to make such a distinction and 
to use an annuity mortality table. This, of course, resulted in 
much lower instalments, per $1,000 of proceeds, particularly for 
female beneficiaries. These modified instalments (option 3) 
were at first generally based on the American Annuitants Table 
but even this basis has proved inadequate, and when the guaran¬ 
teed interest rate was reduced at the beginning of 1939 most 
companies also made further reductions in such instalments by 
adopting the most recent annuity mortality experience (1937 
Standard Table) as a basis. 

^ The interpretation of the rule against perpetuities and the New York 
Statute here adopted, viz., that the maximum period runs from the date of 
settlement, is not invariably accepted. Some companies hold that the period 
of limitation runs from the date of the policy or of the later endorsement 
of an election of an optional settlement. 
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Administration of Policy Proceeds by a Trust Company. —In 

certain circumstances it may be more advantageous to make the 
policy proceeds payable to a trust company as trustee for the 
beneficiary, thus creating a life insurance trust, rather than to 
make use of the optional settlements. The advantages of such 
an arrangement are that, under normal conditions, a somewhat 
higher rate of interest may be realized and that a trust company 
will permit more flexibility in the details of the settlement and 
will assume discretionary powers, while the life insurance com¬ 
pany will not. 

The trust securities must yield a higher rate than the rate 
earned by the insurance company in order to give the same result 
since the trust company charges a fee, w^hile the insurance com¬ 
pany makes no direct charge, merging the extra expense of these 
settlements in the general expenses of the company. Trust 
company fees depend upon the amounts involved, being pro¬ 
portionately less for large than for small amounts so that in 
general this method of settlement is suitable only where the 
amount involved is fairly substantial in which case the fees 
involved arc a relatively small part of the income. 

A much more important point than the relative yield is that, 
where the proceeds are left with the insurance company, the 
fund is merged with the entire investments of the company so 
that the risk of capital loss is practically eliminated whereas 
such risks are naturally present in the case of any group of 
earmarked securities forming a trust. An important advantage 
of a trust settlement is the greater flexibility obtainable, including 
the possibility of exercising discretionary powers. Where this 
is a vital point it may be that settlement by a trust company is 
the only possible one. In view, however, of the variety of forms 
of settlements offered by the companies almost all ordinary 
requirements can be met by use of the optional settlements. 
Unless the amount of insurance is substantial, the balance of 
advantage would appear to be with the optional settlements, 
but in many cases the trust company can furnish a type of i^rvice 
which the insurance company is not able or willing to offer. 

In connection with trust company administration of life 
insurance proceeds the expression unfunded trust'' has been 
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adopted where a trust instruiuent is executed in advances of tlie 
maturity of the policy by the death of tlie insured. In that case 
the trust company is named in the policy as the beneficiary, and 
the details of the settlement which is to take effect at the death 
of the insured are set forth in a separate trust deed. At least 
one large trust company has organized a special department to 
cooperate with life insurance companies in creating unfunded 
trusts, such cooperation being mutually advantageous. 

The expression “funded trust’’ usually refers to a trust fund 
established for the purpose of paying life insurance premiums 
and has no necessary relation to the method of settlement of the 
proceeds of the policies. 

MISCELLANEOUS POLICY PROVISIONS 

The Contract. —Many state laws require that the policy shall 
constitute the entire contract between the company and the 
person insured. A copy of the application for the insurance is 
usually either endorsed upon the policy or attached to it, being 
incorporated by reference, and thus forms a part of the contract, 
^t is necessary from the company’s point of view that the applica¬ 
tion be included in the contract, since the company must rely 
upon the statements made by the applicant, which arc the foun¬ 
dation of the contract. Most companies now attach to the 
policy a photostatic copy of the application. Statements made 
by the insured which are not contained in the application may 
not be used by the company in defense of a claim under the 
policy. Hence, it is essential that all matters having a bearing 
on insurability should be covered in the application (or by 
supplements thereto, duly incorporated in the policy) and not 
in other papers nor orally. 

From the insured’s point of view it is desirable that the policy 
constitute the entire contract so that he may be protected 
against the possible effect of his ignorance of certain matters 
of which he might otherwise be deemed to have knowledge, such 
as the terms of the charter of the company. 

Some states require the policy to contain a provision that, in 
the absence of fraud, statements made by the insured in the 
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application and to the medical examiner shall be deemed to be 
representations and not warranties. ‘ 

Loans. —The policy provides that the company will grant, 
at a specified rate of interest, such loan on the security of the 
policy as can be secured by the cash surrender value. Most con¬ 
tracts issued since 1934 provide that the granting of a loan 
may be delayed, at the company's option, for a period of 6 (or, 
in some cases, 3) months, and many companies previously had 
such a provision.2 

State laws require a specified rate of interest which is thus 
fixed and guaranteed for the entire duration of the contract 
irrespective of fluctuations in interest rates elsewhere. The 
usual rate specified in contracts issued for many years prior to 
1939 was 6 per cent but because of a change in the New York law 
there w^as a general change by most of the principal companies to 

5 per cent payable at the end of the loan year for contracts 
issued after 1938. In view of the small average amount of policy 
loans and the high rate of expense as well as for other reasons 

6 per cent was not an excessive rate. In the case of very small 
loans expenses may consume the entire amount paid for interest. 
There has been a good deal of misunderstanding on this question 
and it is not usually realized that no other lender can or would 
make loans in the amounts and on the terms guaranteed in life 
insurance policies. It must be remembered that the company 
cannot vary the rate according to amount of loan—as any other 
lender would do. The enforcement by law of an unduly low rate 
is unfair to the whole body of policyholders, the great majority 
of whom do not borrow on their policies, and operates to increase 
the cost of insurance to everyone. 

Policy loans are likely to lead to lapse and thus to defeat the 
purpose of the insurance. They are, in a sense, a necessary evil 
of the level premium plan of insurance. The asset (cash value) 
is there and if the company would not lend, the policy could be 
surrendered outright. No necessity of repayment exists, and the 

^ This rule is considered at greater length in Chap. XX. 

* See p. 200. 
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majority of such loans are repaid only upon the termination of 
the contract. In spite of the apparently high interest rate most 
companies do whatever they can to discourage policy loans. 

Dividends. —Participating policies now invariably contain a 
provision that dividends shall be allotted annually. For many 
years prior to 1907 nearly all the policies of some of the larger 
companies provided for participation in surplus earnings only in 
the event of survival to the end of a specified period of years, 
usually 5, 10, 15, or 20. These deferred dividendpolicies are 
no longer issued and are now illegal in practically all states. ^ 

Assignments. —^Life insurance policies, being personal prop¬ 
erty, are freely assignable and arc frequently assigned. If the 
company has due notice of an assignment, it is responsible for 
making payments under the policy only to persons entitled to 
receive them. In order to simplify payments in such cases the 
company may insert a statement in the policy that notice of 
any assignment must be accompanied by the original assign¬ 
ment or by a certified copy thereof. Such a provision has no 
effect on the rights of an assignee. Where a sufficient legal 
notice had been given, the company could not ignore an assign- 
tment, although no copy of the assignment had been filed. The 
policy usually also states that the company assumes no responsi¬ 
bility as to the validity of assignments, but this is unnecessary. 
The company is bound to accept such notice of assignments as is 
given to it but is in no wise bound to examine assignments or 
to give any opinion as to their legal effect until the time for 
payment comes. At that time the company must examine all 
claims under the policy and must then determine to whom the 
policy is legally payable. If it cannot do so, the amount payable 
may be paid into court or held in escrow pending the outcome of 
litigation. 

Powers of Agents. —An important provision is that which 
notifies the policyholder what persons are empowered to modify 
the terms of the contract. The persons who have such power 
are generally known as executive’’ officers. The executive offi¬ 
cers usually include the president, vice-president, and secretary. 

^ See Chap. VIII for a full discussion of dividends. 
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The importance of this clause lies in the notification which it 
conveys of the limits of the apparent powers of soliciting agents, 
medical examiners, cashiers, clerks, and other subordinate 
representatives of the company. It may happen, for example, 
that an agent of a life insurance company takes it upon himself 
to authorize an extension of the time for paying a premium or to 
waive a lapse by accepting an overdue premium. Such action 
would usually be beyond his powers and might be repudiated by 
the company in view of the notification contained in the policy. 

The policy provisions which have been considered in this 
chapter comprise most of those to be found in policies issued at 
the present time. Other provisions will be found which are 
generally in the nature of additional privileges or benefits to 
the person insured.^ 

STANDARD POLICY PROVISIONS 

The following are the ^'standard policy provisions'^ which 
must be contained in life policies issued by companies incor¬ 
porated in the state of New York. Proposed changes in these 
provisions, now under consideration, are outlined on page 223. 
The law does not require any specified wording, but the wording 
adopted must be approved by the Superintendent of Insurance. 
These provisions are similar to the requirement of the laws of 
many other states. The rules for filing policies are also added. 

Standard Provisions—New York Insurance Law 

1. A provision that the insured is entitled to a grace either of thirty 
days or of one month within which the payment of any premium after 
the first year may be made, subject at the option of the company to any 
interest charge not in excess of six per centum per annum for the number 
of days of grace elapsing before the payment of the premium, during 
which period of grace the policy shall continue in full force, but in case 
the policy becomes a claim during the said period of grace before the 
overdue premium or the deferred premiums of the current policy year 
if any are paid, the amount of such premiums, with interest on any 
overdue premium, may be deducted from any amount payable under 
the policy in settlement. 

^ Specimen form of ordinary life policy will be found in Appendix C. 
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2. A provision that the policy shall be incontestable after it has been 
in force during the lifetime of‘the insured for a period of two years from 
its date of issue except for nonpayment of premiums and except for 
violation of the conditions of the policy relating to military or naval 
service in time of war and at the option of the company provisions rela¬ 
tive to benefits in the event of total and permanent disability and pro¬ 
visions which grant additional insurance specifically against death by 
accident may also be excepted. 

3. A provision that the policy shall constitute the entire contract 
between the parties, but if the company desires to make the application 
a part of the contract it may do so provided a copy of such application 
shall be indorsed upon or securely attached to the policy when issued, 
and in such case the policy shall contain a provision that the policy and 
the application therefor shall constitute the entire contract between the 
parties. 

4. A provision that if the age of the insured has been misstated the 
amount payable under the policy shall be such as the premium would 
have purchased at the correct age. 

5. A provision that the policy shall participate in the surplus of the 
company annually. 

6. A provision specifying the options to which the policyholder is 
^entitled in the event of default in a premium payment after three full 
'annual premiums shall have been paid. 

7. ^ A provision that after three full years’ premiums have been paid, 
the company at any time, while the policy is in force, will advance, on 
proper assignment or pledge of the policy and on the sole security 
thereof, at a specified rate of interest not exceeding four and eight- 
tenths per centum per annum if payable in advance or the equivalent 
effective rate if interest is otherwise payable, a sum equal to, or at the 
option of the owner of the policy less than, the reserve at the end of the 
current policy year on the policy and on any dividend additions thereto, 
less a sum not more than two and one-half per centum of the amount 
insured by the policy and of any dividend additions thereto; and that 
the company will deduct from such loan value any existing indebtedness 
on the policy and may deduct any unpaid balance of the premium for 
the current policy year; and that if the loan is made or repaid on a date 
other than the anniversary of the policy, the company may collect 
interest for the portion of the current policy year on a pro-rata basis at 
the rate of interest specified in the policy; which provision may further 

^ As amended, 1938. 
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provide that such loan may be deferred for not exceeding six months 
after the application therefor is made. A company may, in lieu of 
the provision hereinabove permitted for the deduction from a loan on 
the policy of a sum not more than two and one-half per centum of the 
amount insured by the policy and of any dividend additions thereto, 
insert in the policy a provision that one-fifth of the entire reserve may 
be deducted in case of a loan under the policy, or may provide therein 
that the deduction may be the said two and one-half per centum or the 
one-fifth of the said entire reserve at the option of the company. The 
policy may further provide that if the interest on the loan is not paid 
when due, it shall be added to the existing loan, and shall bear interest 
at the same rate. 

8. A table showing in figures the loan values, if any, and the options 
available under the policy each year upon default in premium pay¬ 
ments, during at least the first twenty years of the policy. 

9. In case the proceeds of a policy are payable in installments or as 
an annuity, a table showing the amounts of the installments or annuity 
payments. 

10. A provision that the holder of a policy shall be entitled to have the 
policy reinstated at any time within three years from the date of default 
unless the cash value has been duly paid, or the extension period expired, 
upon the production of evidence of insurability satisfactory to the com¬ 
pany and the payment of all overdue premiums and any other indebted¬ 
ness to the company upon said policy with interest at a rate not 
exceeding six per centum per annum payable annually. 

The law provides that any of the foregoing provisions not 
applicable to single premium or non-participating or term policies 
shall, to that extent, not apply. 

At the present time (1939) the New York law is in process of 
recodification. The changes which it is proposed to make in the 
standard provisions quoted above, according to the latest draft 
of the recodification of the law, are as follows: 

Present Provision Number 3.—Instead of requiring that the 
policy shall constitute the entire contract,^' it is proposed to pro¬ 
vide that the policy contain A provision that the policy, together 
with the riders attached thereto or endorsed thereon at the time of 
issuance, contains all provisions which purport to defeat or 
diminish the rights of the insured, beneficiary or other person 
claiming thereunder.'^ 
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Present Provision Number 6.—The new code would definitely 
require a cash surrender value as one of the options. The present 
law does not specifically require a cash value although the require- 
ment as to loans produces the same result. The present law does 
not require the policy to specify which of the options shall be 
automatically effective in default of election. Under the new 
law an automatic option is to be named. 

Present Provision Number 7.—The present law permits a 
maximum surrender charge of of the face amount of the 

policy (and dividend additions) or one-fifth of the entire reserve, 
whichever is greater. Under the proposed new law the alterna¬ 
tive maximum of one-fifth of the reserve is omitted. 

Other than as stated above, the proposed standard provisions 
are substantially the same as at present. 

Rules for Filing Policy Forms—New York Insurance Law 

1. Preliminary Filing. —A company should file two fair printer’s 
proof copies of any new policy form for preliminary examination, in 
order that the form may be given due consideration and any defects 
therein pointed out and corrected before it is printed for formal submis¬ 
sion and filing. 

2. Formal Filing. —When a policy form has been drafted, completed 
and printed in accordance with the requirements of the statute and of 
these rules, it should be submitted in triplicate, accompanied by three 
(3) copies of the application, and the same number of copies of any other 
supplementary forms which will be necessary parts of the insurance 
contract. 

3. Forms to Be Filled Out. —Each policy form, application blank and 
supplemental form, when thus submitted for formal approval, must be 
filled out complete, with fictitious names and hypothetical data appro¬ 
priate to the particular form, so that there will be no blank spaces. In 
ordinary cases it is suggested that forms be filled out as of age 35, but in 
case of substandard risks or rated-up ages, forms may be filled out as of 
age 30 or 35, and rated up to the age required. 

4. Form Number. —^Each form of policy submitted to the department 
for approval must be designated by a form number printed at the lower 
left-hand corner of the first page thereof. The form number alone 
should be sufficient to identify the form and all its printed contents, 
without reference to the date of the edition or date of printing. 
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5. Descriptive Matter. —brief description of the true nature of the 
policy should be printed on the first page, at the foot of the page. 

6. Reserve Basis. —The reserve basis, mortality table and rate of 
interest used, must be stated in the policy. Usually the reserve basis 
should be set forth in connection with the nonforfeiture values, but this 
rule applies to term forms, annuities, and other forms in which non¬ 
forfeiture values are not required. 

7. Surrender Charge. —The amount of the surrender charge, if any, 
must be stated in the policy. It is sufficient to state the maximum 
amount of the surrender charge, naming the policy year, with the 
further statement that such surrender charge will decrease until a 
certain policy year, naming it, after which there will be no surrender 
charge. The table of loan values must show the full reserve to cents 
for those policy years in which, by the terms of the policy, there is no 
surrender charge, and for the same policy years the term of extended 
insurance should be shown for years and days. 

8. Photographic Copies of Application. —If it is the practice of a com¬ 
pany to attach to a policy a photographic reproduction of the application 
upon which it is issued, the company may attach to each copy of a policy 
form such photographic copy of the application, filled out with data 
appropriate to the form, both Part I and Part II, and reproduced full 
size. 

9. Purpose of Form. —company is requested to state, when sub¬ 
mitting a new policy form, whether it is intended to supersede some 
form theretofore approved and if so, the form number of the form to 
be superseded. 


CANADA 

From 1910 until 1932 the Dominion Insurance Act required 
standard policy provisions. Because of decisions in regard to 
dominion jurisdiction (as explained in Chap. XIX) the terms 
of policy contracts of domestic companies since that time have 
been governed by the laws of the several provinces. The Domin¬ 
ion Acts of 1932 contain no reference to policy provisions. All 
provinces except Quebec have enacted in substance the provisions 
of the ^‘UniformLife Insurance Act.”^ This act does not require 
the policy to contain specific ^‘standard provisions'^ as in the 
United States, but the matters usually covered by such standard 

1 See p. 476. 
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provisions (as well as many other matters which, in the United 
States, are determined by the general statute law rather than by a 
special insurance law) are provided for in the law itself. The 
uniform law provides, irder alia, (1) that no term or condition of a 
contract of insurance which is not set out in full in the policy or in 
a document or documents in writing attached to it, when issued, 
shall be valid or admissible in evidence to the prejudice of the 
insured or a beneficiary; (2) any conscious failure to disclose, or 
any misrepresentation of, a fact material to the contract, on the 
part of the insured, or the person whose life is insured, shall render 
the contract voidable at the instance of the insurer; (3) the state¬ 
ments made by the insured, or the person whose life is insured, in 
the application and on the medical examination, except fraudulent 
statements or statements erroneous as to age, shall be deemed to 
be true and incontestable after the contract has been in force for 
2 years during the lifetime of the person whose life is insured; 
(4) where the age of the person whose life is insured is understated 
in the application, the insurance money shall be reduced to the 
amount which would have been payable in respect of the premium 
stated in the policy at the correct age, according to the tables of 
rates of premium of the insurer in force at the time of the issue of 
the policy; (5) a provision for 30 days of grace for payment 
of premiums; (6) provisions relating to the rights of beneficiaries. 
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SELECTION OF RISKS 

The approval or rejection of an application for insurance is 
usually based upon (1) the statements made by the applicant in 
the application and to the medical examiner; (2) the report of the 
medical examiner; and (3) an independent “inspection” of the 
risk. 

Most companies instruct their agents to solicit only those 
persons who are believed to be eligible for insurance. The 
agent’s reliability in this respect is very important, as in most 
cases he is the only person connected with the company who 
has personal knowledge of the applicant. Where eligibility for 
insurance is in any way doubtful, some companies, in order to 
save unnecessary expense and trouble, require the agent to sub¬ 
mit a preliminary statement setting forth the facts of the case and 
the grounds upon which doubt as to insurability is based. Some 
companies require such a statement in all cases where an applica¬ 
tion has formerly been declined, postponed, or accepted at other 
than standard rates. The value of the agent’s selection depends, 
of course, on the character and reliability of the individual agent. 
Since the agent’s remuneration depends upon the amount of 
insurance he obtains it is not to his interest to withhold applica¬ 
tions if there is any chance of a policy being issued, and such 
selection as may be obtained in this way is of comparatively small 
value. 

If the agent believes that the prospective applicant is an insur¬ 
able risk, he obtains from him a written application for insurance. 
This written application is an offer to the company, the accept¬ 
ance of which by the company, followed by compliance with any 
necessary subsequent condition (such as the delivery of thepplicy 
and payment of the first premium during the continued good 
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health of the applicant), is the basis of the formal contract of 
insurance.^ 

The questions in the application are of great importance and 
should cover everything which has a bearing on insurability. 
In most states the law provides that the policy constitutes the 
entire contract between the company and the insured. If the 
company wishes to make the apt>lication a part of the contract it 
may do so provided a copy of the application is attached to the 
policy when issued and incorporated in the policy by reference. 
This is always done since the answers to the questions in the 
application (including the answers made to the questions asked 
by the medical examiner) are the basis upon which the contract 
rests. Information not asked for need not be volunteered by the 
applicant unless of such a nature that its concealment would 
amount to bad faith. Information on certain points such as 
habits and finances is better obtained from independent sources 
than by direct questioning of the applicant, and such matters are 
therefore not usually completely covered in the application. 

The Application. General Questions ,—The application is 
generally divided into two parts. The first of these covers non¬ 
medical information; the second consists of answers to questions 
put by the medical examiner. 

The statements made by the applicant in the first part of the 
application cover the particulars necessary to identify him, such 
as his name, place of present and any former residence, and place 
and date of birth. Former residences are required in connection 
with the inspection of the risk particularly if there has been a 
recent change of residence. The age is important, since the 
amount of the premium depends upon it. It is not customary 
to require proof of age at the time a policy is issued. To do so 
would frequently delay the issuance of the policy and might in 
many cases prevent its issuance altogether because of the impossi¬ 
bility of obtaining such proof. Nevertheless, it is desirable, 
wherever possible, that the applicant himself submit proof 
of his age when he applies for insurance so that the date of birth 
may be formally admitted by the company. If this is not done, 

^ See Appendix H for specimen of an application blank. 
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questions which will delay payment of the claim may arise later 
when the policy becomes payable. Where conflicting evidence 
appears at the time claim is made, it is necessary for the company 
to determine the true age if possible, and it is usually much more 
difficult for a claimant to establish the correct date of birth of the 
person insured after he is dead than it is for the insured to do so 
himself when the policy is issued. Most companies adopt a 
liberal attitude in this connection since, on account of the imper¬ 
fect recording of births in many places until a comparativtily 
recent date, it is not always easy to obtain satisfactory proof of 
age. Where no reason for doubt develops, the statement of the 
applicant is usually accepted without proof. Any considerable 
misstatement of age should be detected by the medical examiner. 

Occupation .—A very important question is that dealing with 
the occupation of the applicant. Many occupations involve an 
extra hazard, and in such cases an extra premium may be neces¬ 
sary. The fact that the applicant is employed in a non-hazardous 
occupation at the date of his application may not be sufficient 
evidence that there is no extra hazard from this source. The 
length of time during which he has been engaged in his present 
occupation and his previous occupations must be noted. Where 
there has been a recent change from a hazardous occupation the 
risk of a return to that occupation may be covered either by an 
agreement embodied in the application or by a provision endorsed 
on the policy that in event of a change to the former occupation 
within a specified period the policy may be canceled unless such 
extra premium as the company considers to be necessary is paid. 
Sometimes the application contains such a provision applying in 
all cases of changes to certain specified hazardous occupations 
within 1 or 2 years from the date of the policy. Because of the 
standard provisions relating to incontestability it is not possible 
to cover such changes for a period greater than that covered by the 
incontestable clause, but that period is generally suflScient to 
eliminate the element of fraud. 

Aviation .—^Life insurance companies are receiving more and 
more applications for insurance in which there appears a record 
of airplane use by the applicant. The use of aviation facilities 
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has increased rapidly in recent years, and further rapid increase 
is to be expected. The question of aviation hazard will probably 
affect an ever increasing proportion of applications. 

When there is indication or suspicion of aviation risk, it is 
customary to require the filling out of a special supplementary 
aviation form giving many details which for practical reasons 
cannot be asked for in the ordinary application form. The 
aviation form is designed to bring out information as to the 
amount of flying during recent years, its purpose, whether for 
business or pleasure, whether as a passenger or pilot, if on regular 
transport lines or other services, and such other pertinent infor¬ 
mation as the individual company may consider necessary prop¬ 
erly to assess the risk. The record of past aviation activity is 
used as the basis for estimating the probable future flying 
activity. 

Risks that show some hazard from aviation may bo treated in 
one of several ways, usually varying acc^ording to the degree of 
hazard: (1) when the aviation hazard is considered negligible, 
insurance may be given at standard rates; (2) when the aviation 
hazard is greater, an extra premium, varying with the degree of 
hazard, may be charged; and (3) when the applicant refuses to 
pay an extra premium or when the risk is d(?emed too great to be 
covered by an extra premium, a company may refuse to issue 
insurance or, as is more usual now, may issue a contract with an 
exclusion clause which provides that in event of death as a result 
of aviation activities the liability of the company is limited to the 
reserve value of the policy.^ Some companies use two forms of 
exclusion clause one of which eliminates all flying and the other 
all except flying done as a fare-paying passenger on a regular air¬ 
line. Where an extra premium is imposed or an exclusion clause 
applied it is also customary to limit the amount of insurance 
according to a scale which decreases with increase in aviation 
hazard. 

A common type of aviation risk arises where the applicant has 
taken one or more short pleasure or sightseeing flights such as 
are available to the public at airports or pleasure resorts. Almost 

^ In some states exclusion clauses are not permitted. 
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all companies regard such flying as a negligible hazard, unless its 
frequency indicates too great an interest in aviation, with the 
likelihood of the applicant’s taking it up as an occupation or 
sport. 

Another very frequent type of risk is that where the applicant 
makes a practice of using the regular air lines as a mode of travel. 
The accident hazard of such travel has been reduced consider¬ 
ably, and the tendency of underwriting practice is to become 
increasingly liberal. There is considerable variation in the rules 
of different companies. At the present time some permit as 
many as 30 ^'average flights” per annum without extra premium 
—an ‘^average flight” being about 300 to 400 miles or a flight of 
about 3 hours duration. Where the number of flights exceeds 
the limit extra premiums arc charged. As the amount of flying 
increases, the limitation on amount of insurance granted becomes 
stricter. 

A third large group of applicants subject to aviation risks 
includes persons whose occupations involve considerable flying. 
These include the pilots on regular passenger and mail service 
lines; those engaged in special services, such as aerial advertising, 
photography, mapping, crop dusting, and taxi service; test 
pilots for airplane manufacturers; pilot instructors; and others. 
Many companies insure professional pilots with extra premium 
charges varying usually from $25 per $1,000 of insurance upward 
to as high as $50 per $1,000, depending on amount of flying per 
annum and type of service. The amount of insurance granted 
such applicants is generally limited to $10,000 or less. 

Other employees of transport and aerial services, those around 
airports, and those connected with aircraft manufacture must 
be regarded as exposed to an aviation risk. In general the treat¬ 
ment of such risks depends on the amount of flying, the extra 
premiums varying from nothing to those for full-time pilots. 
Applicants in the army and navy air services, also, can secure 
insurance at varying extra premiums. 

Individuals engaged in particularly hazardous types of aviation 
generally are not insurable, except with an aviation exclusion 
clause. Student pilots and licensed pilots who have not hu>d 
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sufficient flying experience, as well as stunt fliers, are in this 
group. 

Residence ,—If it appears that because of the occupation, or for 
any other reason, the applicant is likely to take up his residence 
in an unhealthful climate the company may, if it agrees to 
assume the risk, provide in the policy for payment of an addi¬ 
tional premium in event of such change of residence within 1 or 2 
years. 

The questions which elicit information as to residence and 
occupation are rendered more necessary by the fact that prac¬ 
tically all policies are now written without restrictions on occupa¬ 
tion or residence either from date of issue or after a brief period 
from the date of issue of the policy. With respect to residence, 
most policies are world-wide from date of issue. It is there¬ 
fore necessary to ascertain at the outset that there is no reason 
for anticipating an extra risk from this cause. If, as is usually 
the case, the policy is issued without qualification the company 
takes the risk of any change of occupation or of residence. For 
the same reason some companies inquire whether the applicant 
is connected in any way with military or naval organizations. 
%jiability to military or naval service is generally ignored in 
time of peace except in the case of persons actually serving in the 
army or navy who are, in some cases, required to pay an extra 
premium. 

Insurance Record ,—^The application also contains information 
as to the insurance history of the applicant. This includes 
details of all insurance which is already in force on his life whether 
in the same or in other companies and information as to whether 
any company has ever declined to issue a policy on his life or 
has offered special terms for doing so and whether any other 
negotiations for insurance are pending or contemplated. The 
amount of insurance in force and applied for is an important 
element in the selection of risks since overinsurance must, in 
itself, be regarded as a suspicious circumstance. 

The foregoing information, together with a statement of the 
amount of insurance applied for, the plan upon which it is to be 
issued, the name of the beneficiary or person to whom the insur- 
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ance is to be paid, and a statement covering the respective 
rights of the insured and beneficiary as to control of the policy 
complete the first part of the application. This may be supple¬ 
mented by an agreement that no persons other than certain 
specified executive officers of the company have power to alter 
any of the terms of the policy, if issued. The signature of the 
applicant is generally witnessed by the agent who vouches for 
him from his personal knowledge. 

Statements to the Medical Examiner .—The statements made? 
by the applicant to the medical examiner cover (1) personal 
history of illnesses, diseases, injuries, etc.; (2) habits, particu¬ 
larly in regard to the use of intoxicating liquors; (3) physical 
condition so far as it is known to the applicant himself; (4) 
environment; (5) family history as to health and longevity. 

The applicant’s personal health history is of great importance. 
It is not necessary that details be given of every trivial complaint, 
but everything which is not so regarded and everything, whether 
trivial or not, which is recent must be stated, w^ith the names of 
any physicians consulted. This is necessary in order that the 
company, if it desires to do so, may refer to any such physician 
for fuller details which may not be known to the applicant and 
which may have a bearing on his insurability. Sometimes con¬ 
sideration of the application may have to be postponed because 
of recent illness until a longer period has elapsed without recur¬ 
rence. It is not usual to consider an application for insurance 
in any case where the applicant is actually under treatment for 
or in process of recovery from any illness. 

The questions dealing with the applicant’s habits cover the 
use of drugs and of intoxicating liquors. Any applicant who 
admitted the use of drugs would naturally be ineligible for life 
insurance. Those who indulge to excess in the use of alcoholic 
liquors or who have done so in the past may be declined or, in 
some cases, offered special terms. A liberal view is generally 
taken, although it must be remembered that, in answering these 
questions, applicants with a questionable history in such matters 
usually give a more favorable account of their habits than is 
justified by the facts of the case. Consequently a considerable 
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degree of personal judgment must be exercised, and this must be 
supplemented by information obtained from other sources. 
There is no doubt that the use of alcohol as a stimulant, except 
in strict moderation, is detrimental to health and longevity. 
Where, therefore, any suspicion of excessive use arises further 
information will be required. 

Applications are sometimes received from those who have 
received treatment for alcohol or drug habit and have been 

cured.’' Such cases require great care in selection and as a 
rule can be accepted only where a considerable time has elapsed 
since the date of the alleged cure and where the habits of the 
applicant have been unquestionable since that time. Usually 
the amount of insurance is limited, and the applicant is restricted 
to endowment insurance or insured on a substandard basis. ^ 

The particulars furnished by the applicant regarding his 
physical condition, apart from such facts as are elicited by the 
questions already mentioned, are chiefly those having to do with 
sight and hearing, changes in weight, restriction of diet, bodily 
deformities, and so forth. Such things might not be discovered 
by the medical examiner, since the medical examination is neces¬ 
sarily limited. A slight deformity or a defect in hearing, for 
example, might pass unnoticed, which, if drawn to the atten¬ 
tion of the examiner, might indicate the presence of disease or, 
at any rate, might have a bearing on the insurability of the 
applicant. Where the policy applied for is to include provision 
for benefits in event of disability some of the particulars in this 
part of the application—such as questions relating to sight or 
hearing—become of much greater importance. 

It is important to ascertain whether the applicant’s environ¬ 
ment is healthful. He may have changed his residence for 
reasons of health or may contemplate doing so. It is important 
also to know whether the members of his household are in good 
health, particularly whether any of them suffer from tuberculosis 
and, also, whether any of them have ever been suspected of 
having tuberculosis, insanity, or other forms of hereditary or 
communicable disease. The question whether tuberculosis is 


1 See Chap. XL 
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infectious has not been decisively answered, and, until mon^ 
definite knowledge is available on the subject, this feature of 
environment must be taken into account, more particularly in 
the case of applicants who are young or who are under average 
weight. 

In addition to information on the above points, the applicant 
is usually also required to furnish to the medical examiner the ages 
of his parents, grandparents, brothers, and sisters, together with 
the ages at death and causes of death of any who have died, as 
well as information on the health of those who are living. The 
degree of longevity evidenced by the parents and grandparents 
has a bearing both on the applicant\s own prospects of longevity 
and on his susceptibility to certain types of disease. Longevity 
is, to a considerable extent, a family characteristic. It may be 
questioned, however, whether information as to grandparents^ 
ages at death is of much \'alue. Few applicants have accurate 
information on the subject, and probably the majority exaggerate 
these ages with the result that the information is likely to be 
misleading. 

In connection with the state of health of living relatives and 
the causes of death of those who have died, the information 
sought chiefly concerns the presence of a history of hereditary or 
communicable disease such as tuberculosis, insanity, or apoplexy. 
The family history must be considered in conjunction with the 
applicant's own physical condition and health. The impor¬ 
tance of such things as have been mentioned and many others 
will be increased or diminished according to circumstances. For 
example, a young applicant of light weight engaged in a seden¬ 
tary occupation might be acceptable if everytliing else were 
favorable but would probably not be acceptable, at least at 
ordinary rates, if his family history revealed one or more cases of 
tuberculosis. Or, again, an applicant considerably over standard 
weight would be rendered much less desirable if there were two 
or more cases of apoplexy or heart or kidney disease in his 
family history. On the other hand, the presence of a single case 
of tuberculosis or of a single case of insanity in the family history 
might not, if all other factors were favorable, be of importance. 
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The Medical Examiner’s Report. —The report of the medical 
examiner covers (1) the identification and general appearance of 
the applicant; (2) his build; (3) the condition of his heart, lungs, 
and other organs; (4) a recommendation or opinion on his 
insurability. 

Identification ,—Under the head of general appearance'^ 
attention should be given to means of identification. Cases 
where healthy persons are fraudulently substituted for the pur¬ 
pose of medical examination in place of the actual applicant are 
not unknown, and it is desirable, therefore, that, as far as possible, 
the medical examiner satisfy himself that the person presenting 
himself for examination is in fact the person whose life is to be 
insured. For this reason the medical examiner states the 
apparent age of the applicant as well as his race, color, and general 
appearance and whether there is any mark of identification. 

Build .—The applicant's build," ix., his height and weight, is 
of the greatest importance. In fact, the build might be called 
the basis of selection. It is desirable, particularly where there 
has been a change in weight, or in ^'border-line" cases, that 
^the weight be taken by scale and not merely estimated by the 
"examiner or by the applicant himself and that the height should 
similarly be accurately measured with a proper instrument. 

All companies have standard tables of height and weight for 
the use of their examiners. Generally speaking, persons much 
above the average weight are not desirable risks for life insurance. 
Among such persons the rate of mortality, particularly between 
the ages of forty-five and sixty-five, is excessive. In considering 
these cases it is necessary, however, to take into account the 
nature of the overweight and the causes from which it arises— 
whether, for example, it is due mainly to excess of fat or to large 
bones and the general proportions of the body. The distribution ’ 
of weight should be considered, excessive abdominal girth being 
generally regarded as a serious impairment. Again, if overweight 
is a family characteristic, and if the family history of longevity is 
good, the application may be regarded more favorably. 

The whole question of the eligibility of persons who are above 
the average weight is most difficult. While there is no doubt 
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that such persons almost invariably show, as a class, higher 
rates of mortality than normal, there are frequently circum¬ 
stances which render these cases more favorable than considera¬ 
tion merely of excess weight would indicate. An applicant 
who is engaged in a healthy outdoor occupation and who leads 
an active life might not be acceptable by a strict application of 
the regular standards and yet be a satisfactory risk for life 
insurance. This is but one illustration of the fact that, in select¬ 
ing applicants for insurance, expert, judgment and the ability to 
assess the value of a combination of many complex circumstances 
are necessary. Frequently, the presence of an adverse feature 
is more than counteracted by favorable elements of a different 
nature. 

The table below is given as a general indication of the approxi¬ 
mate limits of height and weight within which insurance is 
usually granted at standard rates.' Every company sets up 


Table of Height and Weight for Men 

Weight in Pounds 


Height 

Ages 

16 

to 

19 

Ages 

20 

to 

24 

Ages 

25 

to 

29 

Ages 

30 

to 

34 

Ages 

35 

to 

39 

Ages 

40 

to 

44 

Ages 

45 

to 

49 

Ages 

60 

and 

over 


Maximum.. 

152 

167 

161 

161 

161 

161 

161 

159 

6 feet 0 inches' 

Best... 

122 

126 

129 

129 

129 

129 

129 

127 


Minimum.... 

98 

101 

103 

103 

103 

103 

103 

102 


Maximum.... 

104 

169 

170 

171 

170 

170 

169 

166 

6 feet 3 inches' 

Best. 

131 

135 

136 

137 

136 

136 

135 

133 


^ Minimum.... 

105 

108 

109 

110 

109 

109 

108 

106 


Maximum.... 

179; 

184 

185 

186 

185 

184 

182 

180 

6 feet 6 inches ^ 

Best. 

143 I 

147 

148 

149 

148 

147 

146 

144 


Minimum.,.. 

114 

IIS 

118 

119 

118 

118 

117 

116 


Maximum.... 

195 

190 


201 

202 

201 

199 

196 

6 feet 9 inches < 

Best. 

156 

159 

160 

161 

162 

161 

159 

157 


Minimum.... 

125 

127 

128 

129 

130 

129 

127 

126 


Maximum.... 

214 

216 

220 

221 

222 

221 

220 

216 

6 feet 0 inches' 

Best. 

171 

173 

176 

177 

178 

177 

176 

173 


! Minimum.... 

137 

138 

141 

142 

142 

142 

141 

138 


Maximum.... 

234 

236 

242 

245 

246 

246 

245 

241 

6 feet 8 inches' 


187 

189 

194 

196 

197 

197 

196 

193 


, Minimum.... 

150 

151 

155 

167 

158 

158 


164 


' To economize space the table is given for intervals of 3 inches in height. 
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standards and limits on the basis of its own judgment, as this 
is a question upon which there is divergence of opinion. It is 
to be remembered also that where other factors are favorable 
some latitude may be allowed in the matter of build. 

The table shows for certain age groups the maximum, mini¬ 
mum, and ‘‘best” weights according to height. As a rule, per¬ 
sons somewhat under the average weight are desirable risks, and 
it is only where the degree of underweight is considerable or in 
cases where there is suspicion of tuberculosis or similar disorders, 
either in the applicant or in some member of his family, that 
underweight becomes a matter of importance from the com¬ 
pany's point of view. At higher ages underweight is, in fact, a 
favorable feature unless it is extreme. Most standard tables of 
height and weight show the average weights of large numbers of 
persons of stated heights. This may not be the same thing as the 
best weight, i.e., the weight at which the lowest mortality rate is 
found. Generally speaking, the best weight is slightly above the 
average weight at low ages and slightly below it at high ages. In 
the table given here, tlie average weight is not shown. The most 
Q recent standard of height and weight for insured lives is the set 
of tables contained in the Medical Impairment Study pub¬ 
lished in 1931 by the Actuarial Society of America and the 
Association of Life Insurance Medical Directors. More com¬ 
plete build tables were published in 1909 in the Medico-Actuarial 
Mortality Investigation. Differences in average height and 
weight by the two tables are small. These tables are based on 
statistics furnished by the principal American companies. 

Heart, Lungs, Etc .—The medical examiner’s report is concerned 
chiefly with the condition of the heart, lungs, and other organs 
of the body. Such matters are purely medical and beyond the 
scope of this book, but a few brief comments may be made 
regarding certain abnormal conditions which are most frequently 
met and which therefore are of some general interest. Some¬ 
times the examination of the heart indicates the presence of a 
murmur, which may show that its mechanical action is defective. 
Murmurs may be organic, showing a permanent defect, or 
functional, in which case no defect exists. A murmur may, 
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however, be diagnosed as functional when, in reality, it is organic, 
and vice versa. Organic murmurs constitute a serious impair¬ 
ment, while those of the functional class are of little significance 
except, possibly, at the higher ages. A comparatively recent 
development in selection is the use by many companies of the 
electrocardiograph, an instrument which produces a chart of 
the heart beat and provides a means for more accurate diagnosis 
of heart conditions in doubtful cases. 

The organs of circulation are further tested by measuring the 
pulse rate and the blood pressure. A high pulse rate is usually a 
bad sign and, if persistent, may suggest tuberculosis. Excite¬ 
ment arising from the unusual experience of medical (ixamination 
is, however, very frequently suflScient to cause a temporarily 
rapid pulse which on reexamination at a more favorable moment 
is found to be normal. If the pulse beat is irregular or intermit¬ 
tent, care will be required in selection, particularly in the case of 
applicants at advanced ages or where the degree of irregularity 
is considerable. 

Blood pressure indicates the condition of the arteries. It is 
measured by an instrument showing the air pressure necessary 
to stop the flow of blood in the arteries. This is recorded in 
terms of height (in millimeters) of a column of mercury. The 
pressure when the heart is in the act of pumping blood is the 
systolic pressure; and that when the heart is at rest, the diastolic 
pressure. The normal systolic pressure increases with age and 
varies from about 120 to about 140 (millimeters). Very high 
blood pressure may indicate the presence of disease in the arteries. 
Low blood pressure (if not too low) may very often be disregarded. 
Low blood pressure is very frequently associated with under¬ 
weight and may be a characteristic of such cases rather than an 
impairment. The pulse pressure, i.e., the difference between 
the systolic and diastolic pressures, is also regarded as important. 
Until recent years the medical examination did not include a 
record of the diastolic blood pressure or of pulse pressure, s/ 
Practice varies at present in regard to such requirements. 

The condition of the kidneys is significant and is ascertained 
by an examination of the urine. The presence of albumin or 



240 


LIFE INSURANCE 


sugar may indicate a diseased condition unless found in very 
small quantity, or unless the appearance is accidental and does 
not recur. Whore either of these is found, therefore, it is usually 
necessary to examine further specimens. The age of the appli¬ 
cant is also considered in this connection. As it is possible 
to eliminate albumin or sugar temporarily by restricting the 
diet, it is usually necessary in cases where a reexamination of 
the urine is made or where a previous history of such findings 
exists, to require a statement by the applicant certifying that 
he has not taken any special treatment or diet. In general, 
other things being equal, the presence of sugar is a more serious 
impairment than the presence of albumin. In cases involving 
a large amount of insurance, or where doubts have arisen as to 
the applicant’s true condition, a microscopical as well as a chem¬ 
ical urinalysis may be required. This will bring to light certain 
conditions which would not be revealed by an ordinary chemical 
examination. For example, a microscopic examination may 
show by the presence of casts that the tissue of the kidney is 
unhealthy. 

^ The foregoing statement presents only the briefest outline 
of the medical examination and of its significance and attempts 
to cover only in a general way such points as are of greatest 
importance. 

The medical examiner, on the basis of his examination, con¬ 
cludes his report with an opinion or recommendation on the 
insurability of the applicant. The medical examination natu¬ 
rally is the most important factor, in the majority of cases, in 
the acceptance or rejection of the application. 

Medical Standards of Insurability. —As the medical examina¬ 
tion becomes more severe, as by the introduction of additional 
tests such as blood-pressure readings, microscopical urinalyses, 
and electrocardiograms fewer persons will qualify as standard 
lives and more will be rejected or offered sub-standard (rated-up) 
policies. This does not mean that the companies^ former selec¬ 
tion was wrong and that some of those who were accepted should 
not have been given standard insurance. The fact is merely 
that the former standard of selection was different. . By stiffening 



SELECTION OF RISKS 


241 


its standard of selection a company will experience a lower 
mortality rate. In that case insurance will be cheaper for those 
who can qualify for standard policies. But it will be dearer for 
the others. 

It may be questioned whether further limitations and restric¬ 
tions of the standard group, through still greater refinements in 
the methods of selection, would be desirable. By imposing a 
still more severe medical test it would be possible to reduce the 
experienced rate of mortality far below present standards. For 
the fortunate few who could qualify, the cost of life insurance 
could thus be very greatly reduced from what it is at present— 
if indeed they considered it necessary to insure their lives at all— 
while all others would have to pay more than they do now. It 
must be admitted that some selection is necessary in order to 
prevent those who are actually in bad health from obtaining 
insurance on the same terms as ‘^average” lives, but it is not 
essential to proceed very much further. The tendency in the 
development of selective methods has for many years been 
toward the reduction of the proportion of persons who are 
insurable at standard rates, as new methods have been found of 
discovering defects in the applicant's physical condition. 

It would be quite possible, and perhaps even desirable, to 
restrict medical examination to a much simpler matter than it 
has become. The result would, of course, be higher mortality, 
but the difference in cost need not be very great, while an advan¬ 
tage would be found in greater simplification in the conduct of 
the business and the extension of standard life insurance to 
a much broader group. At the present time, however, things 
seem to be going in the opposite direction. A few companies 
now offer insurance on special reduced terms to “super-select^' 
lives, thus creating what one of the life insurance periodicals has 
termed the “triple standard," viz., standard, substandard, and 
superstandard lives. Such distinctions can be justified from 
general considerations of equity, but they introduce practical 
complications. Life insurance is necessarily conducted op the 
basis of broad averages, and it seems undesirable to make too 
many subdivisions of the general body of insurable lives. By 
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increasing the subdivisions of the standard class, the * inequity 
of including in the same group various classes showing slightly 
different rates of mortality cannot be eliminated but merely 
reduced. The consequent reduction in costforthe ^^super-select 
risks necessarily increases the cost for those who do not qualify 
under the new standard since the benefit that they formerly 
obtained from inclusion with a proportion of superselect lives 
no longer exists. 

The Inspection. —In addition to the applicant^s physical 
condition and related factors the company must also consider 
the financial and “moral ” aspects of the case. These are covered 
by the inspection. In the great majority of cases where the 
amount of insurance is not largci, the inspection consists merely 
of a short report by a local correspondent employed either by 
the insurance company or by some commercial or credit agency. 
Such a report gives information of a general nature on the health, 
habits, finances, environment, and reputation of the applicant.^ 
Where the application is for a large amount it is usual to obtain 
a more detailed and comprehensive report by a specially qualified 

-The question whether the applicant’s finances 
are such as to warrant the amount of insurance applied for is 
important and must be considered in every case, large or small. 
As a rule, no question will arise when the total insurance involved 
is not more than a few thousand dollars, unless the applicant 
already has insurance which, with that applied for, would appear 
to be more than he can afford to carry. In such cases further 
inquiry would be made to verify the facts before a policy was 
issued. Such questions are more likely to arise in connection 
with applications for large amounts of insurance and are often 
very difficult to settle. It is an established fact that overinsur¬ 
ance is a distinct additional hazard, and the company must 
always be on its guard to prevent the issue of more insurance than 
is justified by the circumstances of each case. On the other 
hand, there is always pressure from the agency force to secure 
the greatest amount of insurance possible. Those responsible 

1 See Appendix J for specimen form of report. 


^investigator 

Finances- 
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for selection cannot take an arbitrary stand but must be pre¬ 
pared to give a good reason for adverse action. The information 
procured in regard to finances generally includes approximate 
amount of income, sources of income, probability of increase or 
decrease in earning power, other resources in property real or 
personal, record of bank accounts, previous bankruptcies, 
reputation as to payment of debts, and many other miscellaneous 
matters. A report on the applicant^s general business reputation 
and character is a necessary part of this element of selection. 

In considering the question of finances the underwriter has 
to establish some starting point from which to proceed. Rules 
have been laid down by various companies as to the proportion 
of income that may properly be set aside for life insurance pre¬ 
miums; these vary all the way from a quarter to a tenth. In 
reality this proportion varies with the amount of the income. 
If the income is very large it naturally follows that a greater 
proportion can be paid for premiums, as many men prefer this 
type of investment for their surplus funds. On the other hand, 
with small incomes so large a proportion cannot be withdrawn 
from living expenses. The trained underwriter learns to recog¬ 
nize the danger point. Since, in life insurance selection, the 
greater part of the information on finances is drawn from the 
commercial report the underwrit(T must constantly bear in mind 
the almost invariable tendency of commercial reporters to under¬ 
state the income. 

While selection on the bavsis of finances is usually a thing by 
itself, accompanying circumstances frequently link it with the 
other branches of selection. An example is found in risks that, 
while passable for insurance, belong to the doubtful or border-line 
group from a medical standpoint. Overinsurance on such a 
group must be viewed with more suspicion than if there had 
been no medical impairment. The same is true of selection from 
the standpoint of moral hazard, environment, habits, and 
occupation. 

Creditor insurance affords an example of the special considera¬ 
tions which arise where financial standing is an element in the 
case. A creditor is entitled to protection against the death of 
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the debtor before the debt is paid and is, in consequence, a legiti¬ 
mate beneficiary. This is so, however, only if the debt is a live 
business obligation. When the debtor has little or no chance 
of paying off the loan the insurance becomes speculative. 

Moral Hazard and Environment .—Under the heading of moral 
hazard and environment the inspection report deals chiefly with 
the habits of the applicant and ^vith his surroundings, mode of 
life, and reputation in general. 

Habits in the use of alcoholic beverages are important and 
frequently furnish cause for declination. Such matters can best 
be covered by the inspector, who is likely to obtain, in doubtful 
cases, information of much greater value than that furnished by 
the applicant himself. The same remarks apply to the appli- 
cant\s habits in other matters and to his social environment. 
Imperfect morals, while generally commented on in the inspection 
report, often do not, unless extreme, have a bearing on insura¬ 
bility. Such things are greatly affected by the other factors 
already mentioned. 

In addition to details of finances and moral hazard the inspec¬ 
tion report furnishes a valuable check on the company\s informa¬ 
tion in regard to the applicant's health. Theoretically, this 
information should be completely available from the application 
papers, but often, because of forgetfulness and sometimes from 
deliberate intention to conceal unfavorable facts, this is not the 
case. For this reason alone the inspection is an absolutely 
essential feature of selection. It is, in effect, intended to be a 
complete picture of the risk made by a well-informed and dis¬ 
interested investigator, and, in cases of large amount, at least, it 
might almost be said that the inspection report is as important as 
the medical examination. 

Usually it is only from the inspection report that informa¬ 
tion is obtained on unhealthful living conditions either regional 
or from unsanitary domicile. Many regions of the United 
States are unhealthful unless proper precautions are taken 
to combat the dangers, and it is a common practice to add 
to reports received from such districts a few questions on 
sanitation. 
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In the case of applications at very low ages the moral environ¬ 
ment is also of great importance. As some companies insure 
on regular plans and for rather substantial amounts from age*- 
ten, the influences to which the applicant will be exposed during 
childhood and adolescence are carefully scrutinized. 

Insurance at Extremes of Age. —Most applicants for insurance 
are persons between the ages of twenty and sixty. The amount 
of insurance written at very low ages and at very high ages is 
comparatively small. At low ages there is, naturally, not so 
much demand for life insurance. Persons not of legal age are 
not competent parties to a life insurance contract unless they 
are made so by special statutory enactments, as in the state of 
New York where a valid insurance contract may be made with a 
person fifteen years of age. This is a modification of the law 
of contract based on the general desirability of enabling such 
persons to make a legally valid contract for life insurance. In 
point of fact, many companies now issue ordinary policies on the 
application of persons as young as ten years of age. Su(*h policies 
are not illegal even in those states where the law specifically 
states that insurance contracts may be made with f)ersons not less 
than fifteen years of age. They are merely unenforceable by the 
company and may be repudiated by the insured who might 
succeed in obtaining a refund of all the premiums he had paid, 
after having been insured for some years, on the ground that he 
was legally incapable of making a contract. This small technical 
objection to the issuance of suc^h policies is much more than 
offset by the advantage which they offer in the opportunity to 
establish insurance early in life when health is good and the cost 
low. It must be noted that these policies on the lives of children 
from 10 to 14 are issued on the application of the insured child 
and not to the parent or other person who will pay the premium. 
This is necessary since the law in some states prohibits insurance, 
except as stated below, without the consent of the person whose 
life is insured. The parent (or other applicant) usually joins in 
signing the application. 

Another type of policy is issued under the terms of laws 
permitting the ins\irance of minors for specified small amounts. 



246 


LIFE INSURANCE 


Such policies may usually be issued at any age from birth upward 
and do not require the consent of the insured child, being issued 
on the application of the parent or other person with insurable 
interest. Many state laws permit such insurance with a graded 
limitation of amount up to a stated age such as 5, 10, or 15, and 
some companies have devised special juvenile 'policies under 
these laws under which the amount of insurance is on a graded 
scale as age increases, reaching an ultimate maximum in accord¬ 
ance with the provisions of the law. It is under such laws, also, 
that industrial policies on the lives of young children are issued. 

The juvenile policies issued on the application of the child^ 
and therefore, for practical reasons, necessarily limited to ages 
not less than about ten are not subject to any legal limitation on 
amount. Naturally no company would issue any large amount 
at such ages since normally there would be no justific^ation for 
more than a few thousand dollars of insurance. 

Selection in the case of special juvenile policies with graded 
amount issued from birth is necessarily on a different basis 
from that for ordinary policies. Principally because of the 
< 5 ^mall amounts and premiums involved a full medical examination 
IS usually not required. Selection is therefore largely based on the 
information obtainable from the application, on inspection, and on 
restrictive rules as to the classes of children which are acc(^ptable. 

At advanced ages, that is, above sixty, the need for insurance 
has, in many cases, ceased, while the higher cost, the much 
larger percentage of persons who are ineligible on account of 
physical defects, and the fact that many are already fully insured 
result in a comparatively small total of insurance applied for. 

The fact that only a small number of applicants is obtained 
at extreme ages, whether young or old, is sometimes given as a 
reason why it is necessary to select such cases as are offered with 
rather more than customary care. These small groups will 
probably not yield average results on which the same degree of 
dependence may be placed as in the case of applicants at ages 
where the volume of business is considerable. Whether it is 
essential, or at least desirable, that average results be secured at 
every age of issue is, however, open to question. There is 
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bound to be, to some extent, selection against the company 
among such applicants as a class. 

It is apparent that at early ages there will only infrequently bo 
justification for insurance of large amount, while at advanced 
ages, although financial circumstances might warrant the issu¬ 
ance of a large amount of insurance, the infrequency of large 
policies at these ages and the consequent absence of a broad 
enough basis to secure average results are usually regarded as 
good reasons for limiting the amount of insurance granted. It 
is customary, therefore, both at very low and at very high 
ages, to limit the amount of insurance whicdi will be issued on any 
individual to a smaller amount than would be granted at inter¬ 
vening ages in similar financial circumstances. Usually a pro¬ 
gressive scale is adopted, commencing with a small amount at 
the lowest age at which insurance is issued and graded to the 
company’s full limit for a single life as a maximum. At the other 
end of the scale the limit is reduced from about age fifty-five or 
sixty in the same manner, the extreme age at which insurance is 
issued being usually sixty-five and, in some companies, seventy. 
The following table is a typical schedule of maximum amounts 
of insurance according to age at issue in a company w’hich issues 
up to $100,000 on a single life at its own risk. This table, how¬ 
ever, is merely a general guide. The limits as stated at the lower 
and higher ages would be subject to exceptions in suitable cases. 


Age at 

Maximum 
Amount of 

Issue 

Insubance 

Below 15 

$ 5,000 

15 to 17 

10,000 

18 to 20 

25,000 

21 to 22 

50,000 

23 to 24 

75,000 

25 to 55 

100,000 

56 to 60 

75,000 

61 

50,000 

62 

40,000 

63 

30,000 

64 

20,000 

65 

10,000 
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A reason often given for the limitation of insurance on lives 
at the higher ages is that the mortality experience at advanced 
ages is not so favorable as at low ages. This does not appear, 
however, to be a valid reason for limiting the amount. From 
what has been said in previous chapters it will be remembered 
that the improvement in vitality which has been going on pro¬ 
gressively in the past is principally found at low ages and has, in 
fact, consisted largely of a postponement of deaths from low 
to more advanced ages, thus reducing the rate of mortality 
among the young and lengthening the average duration of life. 
The fact that the experience of an insurance company, or of 
many insurance companies, shows that in regard to its younger 
policyholders a considerable saving in claims is made, whik* 
little or no saving is made among older lives, is not a reason for 
supposing that the latter class is not so eligible for insurance. 
If the premium charged is adequate, and if a sufficient volume 
of business is obtained at every ag(‘, the maximum amount to 
be insured on a single life could be the same at all ages except 
for the practical reasons referred to above. If the mortality 
Experience is less favorable, this should be reflected in the 
dividend scale of a mutual company or in the non-participating 
premium rate of a stock company. 

One phase of insurance at higher ages that the underwriter 
must continually watch is that of speculation. The insurance 
of aged dependent persons in favor of those upon whom they an^ 
dependent is far more common than might be supposed. In 
order to escape undue loss, the company must be satisfied that 
there is a legitimate reason for insurance of the amount applied 
for. Questions also arise occasionally at low ages, but in such 
cases the avoidance of over-insurance usually solves the problem. 
When an attempt is made to overinsure either the old or the 
young the insurance should not be reduced in amount but 
declined outright. 

Insurance of Women. —Women are now usually insured on 
.the same terms as men. It was formerly customary to charge 
an extra premium for a policy issued on the life of a woman 
chiefly because of the special risks of childbirth and also because 
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of the indefinite moral hazard, and possibly because medical 
examination of women was usually not so satisfactory as in the 
ease of men. 

At the present time large numbers of women are earning their 
own living and have, because of their dependents, the same 
need for insurance as men. The financial and moral hazard is 
})robably now no greater on the average in the case of aj)plica- 
tions for insurance on the lives of women. In fact, in insurances 
of moderate amount there are features which render such busi¬ 
ness superior. The average length of life of women is somewhat 
greater than that of men. The proj^ortion of those of bad habits 
is smaller, and the business is almost entirely of that class which 
is found to yield the most favorable experience, financial policies 
(that is, policies taken for business reasons or in connection with 
financial transactions) being infrequent. Where large amounts 
are involved it is common, however, to fix a lower maximum limit 
for insurance on the lives of women. There is not often sufiScient 
justification from a financial point of view for issuing a very large 
amount of insurance on the life of a woman, and few such applica¬ 
tions are received, so that large policies on the lives of women are 
rare. Where every element is favorable, it must be admitted, 
however, that there seems little necessity for limiting the insur¬ 
ance to an amount less than would be issued on a male. When 
exceptional cases arise they are likely to be dealt with in an excep¬ 
tional manner, and probably most companies would, on occasion, 
issue up to the full limit on the life of a woman. 

The Limit of Risk, —Each company must fix a maximum limit 
of insurance on a single life, the amount of which is a matter 
largely of opinion and financial judgment. The amount at which 
this limit is set will depend on the total amount of insurance in 
force in the company and the amount of surplus funds. Gen¬ 
erally speaking, it should be fixed at such an amount that the 
company would not be embarrassed by the pajnnent in a single 
year of somewhat more than the expectednumber of claims 
of the maximum amount. 

The greatest amount of insurance retained on a single ii/e by 
the largest companies at the present time is from $100,000 to 
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S300,000. Owing to adverse experience on large policies during 
the depression years (including a high suicide rate) there has 
been a tendency to reduce the maximum limits of risk. As 
several of the larger companies have from 5 to 10 billion dollars 
of ordinary insurance in force and have surplus or contingency 
funds amounting to from 60 to 100 million dollars or more, 
fluctuations from the average experience are not likely to be such 
as to become embarrassing. It would seem, therefore, that 
present limits of risk are conservative. Newly organized com¬ 
panies usually fix a limit of $5,000 which is gradually increased 
with the growth of the company. The natural tendency in all 
companies, whether large or small, is a gradual increase in the 
limit as the company’s insurance in force and surplus funds 
increase. There are obvious practical advantages in placing 
the company’s limit as high as possible. 

It might be argued that if an applicant is insurable at all at 
standard rates he should be insurable for the company’s maxi¬ 
mum limit except where his financial condition does not warrant 
so large an amount of insurance. While this seems logical it 
frequently happens that some doubt exists as to the proper 
classification. In such cases the only practical solution will 
often be a compromise by which the amount of insurance is 
limited although that course may be difficult to justify from a 
theoretical standpoint. 

Reinsurance .—While it is necessary, for the reasons stated 
above, to restrict the amount of insurance granted on a single 
life, it is customary for companies to issue policies of larger 
amount than their own limit, reinsuring the excess over that 
limit with some other company. 

A reinsurance contract may be entered into either on the 
Yearly Renewable Term basis or on the Coinsurance basis. 

On the yearly renewable term plan reinsurance is based upon 
the net amount at risk, arrived at by decreasing each year the 
original face amount of the reinsurance by the terminal reserve 
corresponding to that face amount. The premium for each year 
is calculated by multiplying the net amount at risk by the yearly 
renewable term rate for the attained age. 
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Under the coinsurance plan the reinsurance company receives 
a proportionate part of the premiums less commissions and is 
liable for a corresponding part of payments made by the direct 
writing company. To carry this into effect a coinsurance certi¬ 
ficate is issued. Under either plan a set of the policy forms and 
rate books its filed with the reinsurance company as part of the 
(‘ontract. 

The yearly renewable term plan has been preferred by smaller 
and medium sized companies because it permits them to retain 
a larger amount of the premium in their own assets, while the 
larger companies have preferred the coinsurance basis under 
which their dividends are guaranteed by the reinsurance company. 

Because of the generally unfavorable mortality experience 
under policies of large amount there has, however, been a tend¬ 
ency in recent years for reinsuring companies to withdraw the 
coinsurance plan except for non-participating insurance. It 
was found, in general, that dividends payable under participating 
insurance were based on an average mortality experience which 
was more favorable than that experienced by the reinsurance 
company on the larger risks which were the subject of reinsurance. 

A reinsurance contract may be on an automatic or facultative 
basis. Under the automatic form of contract, which provides 
for all or a definite portion of a company's first excess, the rein¬ 
surance company binds itself unconditionally to accept reinsur¬ 
ances either on the yearly renewable term net amount at risk 
basis or on the coinsurance basis, for specified amounts in pro¬ 
portion to the amount retained at its own risk by the direct 
writing company in accordance with its established limits for 
its own retention at its own rating. This method enables the 
direct writing company to issue the policy at once, if the amount 
of insurance is not in excess of its own retention plus the auto¬ 
matic coverage. If the amount is greater, the excess can be 
submitted on the facultative basis. Copies of all papers are 
subsequently filed with the reinsurance company. 

The facultative form of contract provides for reinsurance 
either on the yearly renewable term net amount at risk basis or 
on the coinsurance basis. A contract of this kind provides that 
the direct writing company shall first vsubmit copies of all papers 
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in respect to each risk, and that upon receipt thereof the reinsur¬ 
ance company will immediately communicate its decision. 

An obvious objection to an automatic agreement, from the 
point of view of the reinsuring company, is that it may find itself 
on the risk for more than its own limit in a case where it already 
had issued insurance on the life in question. The reinsuring 
company may be willing to take this risk, relying on its own 
ability to reinsure any such excess elsewhere. 

Coverage under a reinsurance agreement, however, generally 
bears a definite relationship to the amount of net risk retained 
by the ceding company, the proportion of reinsurance granted to 
the amount of such net retention decreasing as the net retention 
increases. For example, where a small company has a net reten¬ 
tion of $5,000 it may be able to get automatic reinsurance 
coverage of four times its own retention, enabling it to issue a 
policy for $25,000, while in a larger company with a net retention 
of $50,000 the automatic reinsurance obtainable under the 
agreement might not exceed the amount of the retention. 

An automatic agreement may contain a provision that in any 
iase where the total insurance in force or applied for exceeds a speci¬ 
fied amount, the reinsurance will not take effect automatically. 

A specimen reinsurance agreement, yearly renewable term 
basis—facultative plan, is given in Appendix K. 

Life Insurance without Medical Examination.—Originally 
life insurance was conducted without medical examination. 
In the very early days of life insurance in England each applicant 
appeared in person before the directors of the company, who 
determined his eligibility for insurance largely on the basis of his 
personal appearance. Since those days the science of selection 
has developed considerably, and, until comparatively recently, a 
careful medical examination has been regarded as an indis¬ 
pensable feature of selection. A medical examination such as is 
now usual is, however, not indispensable under favorable condi¬ 
tions with proper safeguards and within reasonable limits. 

In recent years the practice of insurance without medical 
examination, usually referred to as non-medical insurance, has 
grown up, first in Canada and more recently in the United States. 
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In Canada this development took place largely because of the 
difficulties of securing proper medical examinations in sparsely 
populated districts, a difficulty which also exists in this country. 
The usual limit of insurance without medical examination is 
$5,000 or, in a few of the larger companies, $10,000. Usually, 
also, the plan is applicable only up to a limited age such as forty 
or forty-five. ^ Experience has shown that a high mortality must 
be expected on such insurance issued at the. higher ages, and the 
present tendency is to reduce the limiting age at issue to forty. 
The form of application used in connection with such insurance 
is elaborate, comprising all the questions usually contained in an 
application blank as well as those which the applicjant would 
be asked by a medical examiner, while the agcuit is generally 
required to fill in a detailed certificate and recommendation.^ 
The company retains the right to call for an examination where 
that seems desirable. The mortality experience has, so far, been 
favorable except for policies issued at the higher ages. 

It seems unlikely that there will be any great extension of this 
class of business—at least in the United States—beyond the 
limits which it has already reached. Apart from the fact that 
the laws of certain states require medical examination, the 
general conditions affecting the insurance business are different 
in the United States from those obtaining in other countries. 
In this country there is a much more widespread knowledge of 
insurance matters on the part of the public generally than in any 
other country. Life insurance has been developed to a much 
greater extent. There exists a great number of whole-time life 
insurance agents, most of whom are well informed on life insur¬ 
ance matters and some of whom would be quick to take advantage 
of the opportunities afforded by a more general elimination of 
the medical examination, as indeed would many of the general 
public themselves without any stimulation on the part of agents. 
This statement does not apply only to dishonest or fraudulent 
cases. There is no doubt, of course, that there would be a greater 
number of fraudulent cases than before, but, in the circumstances 
supposed, a great many of those who hesitate to present them- 

1 See Appendix I. 
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selves for medical examination would be sought out by life 
insurance agents or would voluntarily apply for policies so that 
there would probably be a considerable change in the general 
class of risks offered to the companies. These objections have 
most force in regard to policies of more than average amount. 
Where the amount of insurance is small there is little inducement 
for fraud while the possibilities of loss from such sources is 
furt/her minimized by some companies which allow only specially 
approved agents to solicit business on the non-medical basis. 
Some companies doing this type of business allow disability 
benefits in conjunction with non-medical insurance, and possibly 
there may be, in those cases, some real danger of fraud. 

From the companies’ point of view the advantages of dis¬ 
pensing with a medical examination consist in the increased 
facility in handling business, particularly in country districts, in 
the extension of business generally, in the saving of expenses, and 
in the reaching of many of those eligible for insurance who other¬ 
wise would not be insured either because of their objection to 
medical examination or for other practical reasons. From a 
financial point of view, if the additional claims incurred through 
^failure to detect impairments were to equal in amount the 
expense saved, there would still be the advantage of substituting 
an expense which is spread over a number of years for a lump-sum 
expense payable in the first year of insurance—a desirable 
readjustment. 

A modified form of non-medical insurance is found in the 
privilege granted to those who have passed a medical examination 
within a stated period, which may be from 1 to 5 years, to take 
additional amounts of insurance up to a stated limit without 
further examination. Special forms of application are required 
for this type of non-medical insurance, as for ‘'straight” non¬ 
medical insurance, since it is necessary for the applicant himself 
to furnish certain information which would otherwise be obtained 
by the medical examiner. 

In the important field of substandard insurance a medical 
examination remains essential. 
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INSURANCE OF SUBSTANDARD LIVES 

A group of lives is said to be substandard when it is subject 
to a rate of mortality greater than that which is to be expected 
among a normal group of insured lives. An individual belonging 
to such a group is called variously substandard, impaired, or 
under-average. The extra hazard on which classification in this 
group is based may arise from occupation, from personal history 
of disease, from physical condition, from habits, from residence 
in an unhealthful climate, or from family history of disease or of 
lack of vitality. 

Extra hazard because of occupation may arise because of a 
greater probability of accidental death, as in the case of structural 
steel work; or because of the unhealthful conditions under which 
the occupation is carried on, as in certain manufacturing indus¬ 
tries; or because of the environment or moral hazard, as in the 
entertainment and liquor businesses. Sometimes an extra 
hazard from occupation is offset by other unusually favorable 
features. Thus the extra accident hazard from occupation in 
the case of farmers is counteracted by the unusually healthful 
conditions of work. Groups of persons who have suffered in 
the past from certain illnesses or diseases, which may have 
affected their prospects of longevity or which may recur, are 
substandard because of personal history. Groups substandard 
because of family history include chiefly those where there is a 
record of tuberculosis or insanity in the family. Certain other 
elements in the family history which might otherwise be disre¬ 
garded may become of importance if the physical condition of 
the applicant is questionable or because of other adverse circum¬ 
stances. Extra hazard because of habits'^ refers chiefly to 
excessive use of liquor in the past or to the use of drugs, including 
cases where a ‘^cure’' has been taken. 

255 
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The majority of substandard risks are persons having defects 
or impairments in their own physical condition, such as a heart 
murmur or an abnormal blood pressure. 

Insurability of Substandard Lives.— In theory there is no 
uninsurable risk (except, perhaps, those suffering from active 
and mortal disease), but in practice there are many groups of 
persons who are unable to obtain insurance because of the high 
degree of extra risk to which they are subject. If the rate of 
mortality to be expected in a given group of lives were known 
with a fair degree of accuracy it would be possible, provided 
the group were large enough, to grant insurance on suitable 
terms irrespective of the extent of extra risk. In some cases, 
however, the necessary rate of premium would be so great that 
few, if any, would agree to pay it, and those, probably, would be 
the worst of the class. Moreover, in certain other types of 
extra-hazard groups lack of knowledge as to the probable 
experience and lack of a sufficient number of cases upon which 
to base an average experience render it impracticable to grant 
insurance. 

^ It has just been observed that one of the requirements for 
the insurance of any group of lives is a sufficiently large number 
to insure average results, and the idea of a group, rather than 
an individual, as the basis of insurance has been emphasized. 
These points must be kept in mind particularly in the treatment 
of substandard lives, for while insurance companies select their 
policyholders as individuals, the individual is merged in a group. 
All calculations are based on the average experience of large 
numbers, and the fate of any specified individual is of little 
importance. 

It is a common error to suppose that if an applicant for 
insurance is placed in a substandard class, or if his application 
is declined altogether, and if it turns out that he survives to old 
age this result proves that the company was at fault in its treat¬ 
ment of the case. If 1,000 persons, each of whom suffers from 
a certain medical impairment, such as a heart murmur, are 
accepted for insurance it is certain that the death rate among 
them will be greater than among persons who are free from any 
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impairment. In order to be able to pay the gr(^at(‘.r number of 
claims which will certainly arise in the substandard group the 
company must impose special terms on all who are exposed to 
the extra risk, since it is not known which individuals will be 
responsible for the total extra mortality. li, is not expected 
that every meml)er of the group will die in a shorter time than 
the averag(i duration of life of normal persons. In fact it is a 
virtual certainty that such will not be the case, and it is known 
merely that a larger proportion of them will do so than in a 
normal group or, in other w^ords, .that more deaths will occur 
among the substandard group in a given period. The fact that 
certain members of the impaired group reach old agc^ is, therefore, 
^ no indication that an error was made in their cases. If they had 
paid no extra premium a still higher extra would have been 
required from the others. The same principle applies as in the 
insurance of standard lives. Among these it is not known 
which persons insured will be the first to die, and all, therefore, 
must pay the same rate of premium. In any substandard group 
all are subject to extra risk, and as it is not known which lives 
will be shortened thereby, it is necessary to charge all the same 
extra premium. Generally speaking, nothing could or should be 
refunded to those members of a substandard group who do live 
beyond the normal ‘^expectation,’’ provided the rate of premium 
charged or other special terms imposed were a true measure of 
the degree of extra hazard for the group. 

Incidence of Extra Risk. —Before discussing in detail the 
various practical methods of dealing with substandard lives it is 
necessary to consider certain general principles which affect 
fundamentally the treatment of different types of extra risks. 
Financially a great deal depends on whether the extra claims may 
be expected to occur chiefly in early life, middle age, or old age, or 
whether they are equally likely to occur at any age. To put it 
in a slightly more technical way, it is of great importance in 
determining the proper method of rating to know how the extra 
mortality is likely to be distributed. Consider a large group 
of persons, all of whose family histories contain a record of one 
or more cases of tuberculosis. A larger number of deaths will 
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occur in a given period in such a group than is to be expected in a 
normal or average group. The additional number of deaths is 
a measure of the degree of extra hazard during the period of 
observation. It would undoubtedly be found in such a case 
that the majority of the extra deaths 0 (‘(?urred among the younger 
members of the group, since it is established that the effect on 
mortality of a family history of tuberculosis diminishes with 
increasing age. Again, if one considers another group composed 
of persons all of whom are considerably above the average weight, 
there will, also, be found a greater number of deaths than are 
to be expected in a normal group. The distribution by age of 
the additional deaths in the latter group would, however, be 
entirely different from that in the former group, since the effect 
of overweight on mortality, generally speaking, increases with 
age. 

From these considerations it follows that in order to decide 
upon suitable terms for insurance it is not sufficient to know 
merely the extent of the aggregate extra mortality in any given 
period. If fair terms for insurance are to be offered it must be 
known how the extra deaths will probably be distributed by 
age since, even if the total number of extra deaths in a given 
period is the same in two groups of impaired lives, a smaller 
extra premium will be sufficient if the extra deaths do not occur 
on the average until late in life than if they are to be expected 
soon after the policies are issued. 

There are innumerable variations to be found in the distribu¬ 
tion of the extra risk in different classes of substandard lives. 
For practical purposes, however, every substandard life may be 
considered to belong to one of three broad groups, in the first 
of which the additional hazard is approximately constant at all 
ages; in the second, increasing with age; in the third, decreasing 
with age. Certain types of impairment exist where the extra 
hazard increases for a time and later decreases. In fact there 
are many impairments which are commonly placed in the cate¬ 
gory of increasing extra risk which are in reality of this latter 
description. Thus the common case of overweight is usually 
considered to be of the increasing risk type of impairment, 
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whereas after a certain point in age has been reached there is 
probably little further increase in the extra mortality from this 
cause. Practical considerations, however, render it necessary to 
ignore too great refinements. 

Many impairments arising from past history of disease are of 
the decreasing hazard type. Residence in an unhealthful climate 
may also be a decreasing extra hazard, since in many cases persons 
become acclimatized after a more or less protracted residence. 
Most, although not all, occupational hazards represent a constant 
extra risk, as do certain types of physical defi'cts such as deafness. 

Practical Treatment of Substandard Risks. —The principal 
methods of treating substandard risks in practice will now be 
described, and their suitability discussed in the light of the princi¬ 
ples referred to above. It must be remembered that while 
theoretical considerations furnish the foundation of practical 
rules it is not always possible to adhere to a rigidly scientific 
treatment in all cases. 

Increase in Age .—A common method of treatment is to rate up 
the applicant to a higher age. Where a policy is issued at the 
rate of premium applicable to a greater age than the applicant\s 
real age the assumption involved is that the applicant is, for 
insurance purposes, equivalent to a person of the rated-up age. 
The table on page 260 illustrates, on the basis of the American 
Experience Table, the extent and distribution of the extra 
mortality for which provision is made by this method where the 
addition to the age is 5 years. 

These figures show that, in the case of a group of applicants 
whose real age is twenty-five, and who are granted insurance at 
an advance in age of 5 years, the extra rate of mortality for which 
provision is made increases rapidly with the duration of the policy. 
In the first year provision is made for practically no extra claims, 
the rate of mortality at age thirty being little greater than at age 
twenty-five. In the tenth year provision is made for nearly 1 
extra claim per thousand lives insured, and in the thirtieth year 
it is assumed that 7 or 8 extra claims per 1,000 lives insured will 
be payable. In the case of a group of applicants whose real age 
is forty-five, and who are likewise rated up 5 years, the number 
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of extra deaths provided for increases from 3 per thousand in 
the first year to 45 per thousand in the thirtieth year. This 
rapid increase in the rate of assumed extra claims arises from the 
fact that the increase in the normal rate of mortality between 
any age and a higher one is greater as the age increases. For 
example, the difference between the rates of mortality at ages 
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twenty-five and thirty is only a fraction of the difference between 
the rates of mortality at ages sixty and sixty-five. 

It will be clear from the foregoing considerations that the 
plan of dealing with substandard risks by rating up the age is, 
strictly speaking,f suitable only when the extra risk is of a decid¬ 
edly increasing type and where the extra risk continues to increase 
indefinitely at a greater rate. From a practical point of view the 
method may be used with reasonable accuracy for all types of 
substandard risks where the extra mortality, in general^ increases 
with age.) 

In the case of endowment policies, where the insurance is 
terminated in a limited number of years and particularly where 
maturity of the endowment takes place at a comparatively early 
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age, the amount of extra mortality provided for, even hy a 
substantial increase in age, may be very small. This fact can 
be verified by referring to the premium rates of any company for 
endowment insurance and measuring the additional cost in 
terms of the premium paid instead of in terms of the numbers of 
extra claims. It will be found that, except in the case of long¬ 
term endowments or where the age at issue is high, the extra 
premium in dollars and cents obtained by the addition of, say, 
5 years to the age is small. Term insurance, although rarely 
granted on substandard risks, is similarly affected. This is not a 
criticism of the method as applied to such policies, for, if the extra 
mortality is really such that the applicant may in fact be regarded 
as, say, five years older, no greater extra premium is needed since 
the period of greatest extra mortality (old age) is not covered. 

Allowance for impairments involving an increasing extra 
mortality is, therefore, very generally made by an increase in 
age, and, from a practical point of view, this method is suffi¬ 
ciently correct, although few impairments in practice present such 
a consistent and rapid increase in the rate of mortality as is 
implied in an addition to the age. 

The method of rating up the age has several practical advan¬ 
tages. It is very simple. It is easily understood by all concerned, 
and, from the applicant’s point of view, it has the subsidiary 
advantage that policies so issued carry, in general, correspond¬ 
ingly higher cash and paid-up values (although, usually, not 
longer periods of extended insurance) and also higher dividends. 
In other words, part of each extra premium paid is refunded as a 
dividend and another part is building up a higher reserve and cash 
value than there would be on a policy issued at the true age, so 
that the applicant can feel that the extra premiums are, from his 
point of view, not a total loss. If, for example, the policy should 
be surrendered for cash, the additional cash value is equivalent to 
a refund of part of the extra premium paid, while other refunds 
appear in the shape of higher dividends. 

Flat Extra Premium .—It has just been shown that an increase 
in age involves the assumption that the extra rate of mortality 
will increase each year. A flat extra premium of so many dollars 
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per $1,000 of insurance might, at first sight, appear to be suitable 
where the extra hazard results in approximately a constant 
addition to the rate of mortality at each age. The situation is, 
however, complicated in its application to practical conditions 
by the fact that, under most policies, there is a gradually increas¬ 
ing reserve and that the actual amount at risk is constantly 
diminishing. The effect of an increase in the rate of mortality 
should properly be considered in relation to the amount at risk 
and not the face amount of the policy. 'A flat extra premium 
in the case of life and endowment policies, therefore, really 
provides for an increasing extra risk. In the case of a 1-year 
renewable term policy a flat extra premium would be equivalent 
to the same constant addition to the rate of mortality, since 
there is no terminal reserve on such a policy, but this is not true 
for other types of policies.^ 

{ Where the extra risk is constant, as from a hazardous occupa¬ 
tion or from an impairment such as deafness, the extra premium 
charged for a life or endowment policy should, therefore, from a 
strictly theoretical point of view, diminish in amount each year 
because of the increasing reserve and consequent reduction in 
the net amount at risk. This, however, is not done in practice 
since it would entail disproportionate labor and multiplicity of 
detail in operation. It is much simpler and sufficiently accurate 
to fix a suitable, constant extra premium which takes into account 
the maximum or the average extra risk rather than to provide for 
a variable charge decreasing each year. Thus some companies 
recognize the principle to the extent of varying the amount of 
the extra premium for constant extra hazard according to the 
plan of insurance, charging less for endowment policies than for 
whole life policies since the average amount at risk is less in the 
former case. 

So far as his premium payments are concerned, an increase in 
age means, to the policyholder, precisely the same thing as a 
constant extra premium of so much in dollars and cents. In each 
case the immediate effect is that the policyholder undertakes to 

^ This may be more clearly realized by referring to the explanation of the 
calculation of premiums in Chap. V. 
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pay a larger annual premium for the same amount of insurance. 
There is, however, a distinction, since the extra premiums 
received under the two plans are applied in quite different ways. 
For example, if a flat extra premium of $5 is charged in a given 
case, the whole of it is applied each year in payment of extra 
claims, while the dividends and the cavsh and other guaranteed 
values are precisely the same as those for a policy without extra 
premium. If, on the other hand, a policy is issued at an advance 
in age, which results in a premium greater by $5 than the pre¬ 
mium rate at the true age, the same extra amount is not used each 
year in paying claims, a part being applied to increase the reserve 
of the policy to that applicable to the higher age and thus to 
provide for a postponed higher rate of extra claims in later years. 
This illustration shows again that an increase in age provides 
in reality for extra mortality which is ultimately very large. 
By assuming the age to be greater than the true age, accumulation 
of the full face amount of the policy is provided for that many 
years sooner, as the life in question will be assumed to have 
reached the limit of the mortality table earlier. 

Extra Percentage Table .—The most common method of 
treatment of the majority of substandard risks is to classify them 
on the basis of the percentage of standard mortality to be expected, 
and to charge premiums based on corresponding percentage 
increases in the normal mortality rates. For example, it may be 
found that the mortality of those having a certain degree of 
high blood pressure is ‘*200 per cent of normal.'^ By this it is 
meant that over a certain period of observation the number of 
deaths which occur in the substandard group is double the 
number in a group of the same size and composed of persons 
of the same ages who are not subject to any impairments A 
percentage of this kind relating to all members of the group for 
the whole period of observation cannot, in itself indicate what 
system of extra rating is appropriate, since it does not show 
the mity^e of the extra hazard, t.e., whether increasing, decreas¬ 
ing, or constant. 

Although this method may, therefore, seem to be unscientific 
it must be remembered that the much larger and more important 



264 


LIFE INSURANCE 


group of standard lives is composed of many sub-groups subject 
to widely different rates of mortality, some well below the 
average, and others just escaping a substandard classification. 
If this is so as regards possibly 90 per cent of insured lives, why 
should it be necessary to introduce greater refinement into the 
treatment of the remaining 10 per cent, the substandard class? 
Since theoretical accuracy is not attainable in practice, is it not 
sufficient merely to create a few broad classes on the basis of 
total mortality? It must be admitted that this argument has 
considerable force. The companies which adopt this basis 
of treatment usually have three or four classes of substandard 
lives based on varying degrees of extra mortality up to, perhaps, 
150 or 200 per cent above normal i.e., a total of 250 or 300 per 
cent of standard. Every substandard risk is assigned to its 
appropriate “percentages^ and rated accordingly. On this 
system cash, paid-up, and extended insurance values would 
normally be based on the special mortality table. As a practical 
matter, where the extra rate of mortality is not high the same 
cash and paid-up values may be used as for standard risks 
^provided these satisfy the requirements of the different state laws. 
Extended insurance usually will be computed on the basis of the 
higher mortality rate. 

Special mortality tables of this type show a relatively small 
extra mortality at early ages, unless the percentage of extra 
mortality adopted is high, because the rate of mortality at these 
ages is, in any case, small. The amount of extra mortality 
provided for at higher ages is much greater. 

Extra percentage tables are sometimes used as a basis for 
determining the extra premiums under other systems of extra 
rating. Thus the risk is first assigned to an extra percentage 
table after which the rating is translated into the equivalent rat¬ 
ing up of age. This is, in fact, one way of determining the num¬ 
ber of years of rating up which is appropriate. Statistics are 
available for many types of substandard risks showing the 
percentage of total extra mortality, so that this is a convenient 
method even for those companies which prefer to express the 
rating in terms of an increase in age. Having determined the 
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extra mortality percentage, the appropriate net or gross premium 
can be ascertained, and from this, in turn, by reference to the 
standard premiums the nearest integral addition to age is found. 
An elaboration of this procedure has been adopted by one com¬ 
pany. It is to convert the extra percentage rating in the manner 
stated above into an increase in age plus a constant. Thus all 
substandard risks are, first assigned to one of four classes in 
which the average total mortality rates are, respectively, 1373^, 
165, 200, and 260 per cent, covering a total range from 125 to 
300 per cent of normal. These classes are then rated, respec¬ 
tively, at 3, 5, 7, and 10 years addition to age plus an additional 
extra premium of from $1.50 to $5 per $1,000. 

Liens .—Where the extra mortality to be expected is of a dis¬ 
tinctly decreasing nature, as in the example already given of an 
impairment arising from family history of tuberculosis, neither 
an increase in age nor a percentage addition to the mortality 
table nor a constant extra premium is a suitable method of 
treatment. In practice, nevertheless, it is quite common to deal 
with cases of this type by charging either a temporary or a 
permanent extra premium. 

A more suitable method in such cases is that of creating a lien 
against the policy for a number of years, the amount and term of 
the lien depending on the extent of the impairment. If adequate 
statistics are available it is possible to calculate the term and 
amount of a lien which would be the equivalent of the extra risk 
undertaken. In that case the policy is issued at the normal rate 
of premium, and, if death occurs before the end of the period 
specified, the amount of the lien is deducted from the amount of 
the policy. A refinement of this method, under which the lien 
gradually decreases, is more commonly used and is in most cases 
more reasonable and satisfactory. 

In cases where the applicant considers that he is a good risk 
and is disposed to doubt the opinion of the company's medical 
officer as to his insurability, he may agree to take a policy at the 
ordinary rate of premium subject to a lien, as he believes that 
he will outlive the period for which the lien is imposed. A 
certain number of persons in such groups die during the early 
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years, and the deductions made in their cases provide the amount 
necessary to pay for the extra hazard in respect of all those who 
are insured. This is another illustration of the ^'averaging up” 
which underlies all life insurance operations. It is not known 
which of those who are insured will die at an abnormally early 
age because of the impairment. All, therefore, are treated alike 
in the first instance, those who die early losing by the arrange¬ 
ment, while those who do not so die gain by it. The fact that 
the insurance protection is reduced during the years when the 
lien is in existence will not usually impress so forcibly the person 
insured as would the payment of an extra premium on a policy 
for the full amount. Mathematically, the two arrangements 
are equivalent. 

‘ A practical and serious disadvantage of the lien system is that 
a comparatively large lien is necessary to offset a small degree of 
extra mortality. There is also apparently some doubt as to 
whether such liens conflict with laws in certain states which 
prohibit any provision under which settlement of the policy as a 
death claim may involve payment of less than the ^^face amount.” 
? Other Methods .—A method of dealing with substandard risks 
where the extra mortality is small or where its nature is not 
well known is to make no extra charge but to place all of the 
members of the group in a special class for dividend purposes, 
adjusting dividends in accordance with the actual experience. 
It is apparent, however, that this method is of very limited 
scope since only a small degree of extra mortality could be dealt 
with in this way. Moreover, this method implies that a suffi¬ 
ciently large number of such risks will be obtained in each class 
upon which to base an average experience. 

Sometimes it is possible to deal with the impairment by merely 
limiting the plan of insurance. Some impairments present an 
extra mortality which is largely postponed to advanced middle 
or old age, as in the case of overweight. In such cases, where 
the degree of impairment is not too great, it may sometimes be 
met by limiting the applicant to endowment insurance. 

Removal of Extra Premiums .—The question often arises 
whether an extra premium should be removed if the element of 
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additional risk is eliminated. Sometimes it is proper to permit 
this, but in many cases it would not be correct to do so. For 
example, in a case where the extra premium was charged because 
of a medical impairment the person insured might on a subsequent 
examination be found to be insurable at standard rates and 
might, in fact, have a standard policy issued at that time. It 
does not follow, however, that the extra premium should be 
removed from his former policy, although from a business point 
of view it might be expedient to remove it. Many of those who 
belong to the same impairment group may have deteriorated 
rather than improved. Many of them, therefore, may now be 
entirely ineligible for insurance on any terms, while others may 
be insurable only at a greater extra premium than formerly. 
In these cases the company cannot alter the terms of its contract 
and so obtain an increase in the premium payable, and therefore 
it cannot afford to remit the extra premium in the case of those 
who have become standard risks, unless the extra premiums 
were calculated in the first place on the assumption that they 
would be payable only while the extra hazard remained. 

Where an extra premium has been imposed on account of 
occupation, residence, or a risk which is temporary in its nature, 
it is usually considen^d proper to discontinue the extra premium 
after the cessation of the extra risk. It is necessary, however, 
to exercise care in doing so, more particularly in occupation and 
residence cases where there is a possibility that the insured may 
subsequently return to the hazardous occupation or residence or 
that his health may have been affected. For this reason it is 
customary in such cases to require that a certain period shall 
have elapsed since the cessation of exposure to extra hazard, and 
sometimes a medical examination is also required. It must be 
remembered that, usually, it would not be possible to reimpose 
the extra premium if the extra hazard were again incurred. 

The Numerical System of Rating. —The numerical system 
of rating, which is the system of classifying risks used by many 
companies, is applicable to all classes of lives, but its principal 
use is in connection with the rating of impaired lives. I:| the 
numerical system a numerical value or weight is allotted on an 
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established scale to each of the principal elements involved. 
The system assumes that the total ^ Value of the risk^^ can be 
expressed numerically by adding together the numerical values 
(positive for unfavorable factors and negative for favorable 
factors) of each of the component factors, the total being com¬ 
pared with a “par^’ of 100 for a perfectly normal risk—neither 
substandard nor superstandard. On account of the frequent 
interrelation of the various elements of the risk this is not a 
correct assumption, although it may be sufficiently correct for 
practical purposes. 

In applying the system, the first step is to determine the basic 
ratingy which depends on the applicant\s age and build, z.c., his 
height and weight. This basic rating is taken from a prepared 
table covering all builds and is then increased by the numerical 
values allotted to the unfavorable factors and decreased by the 
numerical values of the favorable factors. The resulting figure 
is the numerical rating. It indicates the degree of departure 
from normal and is used to determine whether the applicant is 
insurable at standard rates or should be placed in a substandard 
group and, if in the latter, what degree of impairment exists, 
^he factors to be added for unfavorable elements of risk or sub¬ 
tracted for favorable elements may, in a rough way, be considered 
as the percentage additions to or deductions from the normal rate 
of mortality which they would cause. It should be noted that 
the numerical rating, being in the form of an aggregate “per¬ 
centage of normal,presents no indication of the nature of the 
extra hazard but is simply an index of its total amount. 

In applying the numerical system, the chief elements which are 
generally considered in addition to that of build and to which 
numerical values, positive or negative, are assigned, are family 
history, occupation, medical history, habits, physical condition, 
and plan of insurance. The method of obtaining the numerical 
measure of the value of each of these factors in the risk is techni¬ 
cal. It is sufficient to say that it is based upon the judgment of 
medical officers and actuaries assisted by all available statistics 
and other information from which the effect on the rate of mor¬ 
tality of the elements enumerated may be determined. The 
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numerical factors are, therefore, approximate in their nature and 
to some extent depend on personal opinion. 

An applicant whose total numerical rating is not more than 
about 120 is usually considered a standard risk. Lives accepted 
for insurance at ordinary rates are, of course, of various degrees of 
perfection from the selector's point of view, and, consequently, in 
practice some latitude must exist in this matter so that a rating 
slightly over 100 does not justify placing the case in a substandard 
group. 

The extra mortality in a substandard group is, as has been 
stated, of a very much more complex nature than is indicated 
by the additions and subtractions of the numerical system. The 
significance of an abnormal element in the risk may be greatly 
increased by the presence of a second adverse factor or may be 
greatly diminished by the presence of a favorable one. Thus, 
underweight and history of tuberculosis in conjunction form a 
much greater impairment than would be indicated by the mere 
sum of their respective numerical values. Those companies 
which use the numerical system—and many of the best com¬ 
panies do so—adopt suitable modifications of the plan in dealing 
with such cases. 

The process of rating by the numerical system may be made 
clearer by an example showing its application in tin? following 
cavse: An applicant, age thirty, is a carpenter. His height is 
6 feet 2 inches. His weight is 138 pounds. His father died of 
tuberculosis. The policy for which application is made is on the 
20-payment life plan. 

By referring to the standard tables of height and weight by 
age (i.c., the build" table) it is found that the applicant is 
25 per cent underweight which, in this case, results in a basic 
rating of 116, as compared with the standard basic rating of 100. 
As height much in excess of the average is an unfavorable feature, 
an addition of 5 points is made to the rating. The relatively 
unfavorable nature of the occupation results in a further addition 
of 10 points, while the unfavorable family history require a 
further addition of 30 points. The fact that on the 20-payment 
life plan the reserve increases and the net amount at risk decreases 
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fairly rapidly permits a deduction of 5 points. The net rating 
is therefore 155—all other features being normal. The points 
added or deducted represent the company's judgment of the 
extent of the individual effect of the various factors to which they 
refer on the rate of mortality and are taken from specially 
prepared tables of numerical factors covering all the elements 
affecting the risk which the company recognizes in its determina¬ 
tion of the numerical rating. It will be noticed that, as has 
already been pointed out, this rating is an indication merely 
of the total mortality rate of persons of this type and that, unless 
the individual factors receive other consideration, it would not 
appear whether the extra risk was constant, increasing, or 
decreasing. Consequently, an appropriate method of treatment 
could not, theoretically, be determined from the numerical rating 
alone. 

The numerical system is in successful operation in both large 
and small companies and apparently works very well on the 
whole, but it would appear that its use must be supplemented by 
y a very considerable degree of personal skill in selection. Those 
companies which do not use it probably feel that for the great 
majority of applications it is unnecessary to determine a numeri¬ 
cal rating while those which are doubtful must, in any case, 
receive individual consideration. 

The whole question of the practical treatment of substandard 
lives is one of the most difficult with which life insurance com¬ 
panies have to deal, and, as is indicated above, there is con¬ 
siderable difference of opinion as to the best system to use. 
Perhaps the soundest view is that it is needless to attempt to 
apply to a small portion of the total business theoretical refine¬ 
ments which are ignored in the treatment of the much larger 
group of standard lives and that substantial justice is all that is 
practicable. 

Value of Substandard Insurance. —Probably the majority of 
the life insurance companies of this country transact substandard 
business. By doing so they provide life insurance for many 
who would otherwise not be able to obtain it. Extensive 
investigations into the rates of mortality prevailing among 
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various typos of substandard groups are constantly being under¬ 
taken^ and result from time to time in further extensions of this 
class of business and in frequent revisions of the terms upon 
which substandard policies are issued. It may be said that, at 
the present time, life insurance is available to all save those 
subject to such excessive rates of mortality as would require 
I)remiums very much greater than they would be willing to pay. 
Where the extent and nature of the hazard are unknown or are 
imperfectly known or where only small groups exist, it is neces¬ 
sary for safety to charge rates of premium which are probably 
greater than will be actually required. In many cases the 
investigations which have been made have shown that it is 
possible to reduce extra premium rates in certain classes and thus 
to grant insurance upon more favorable terms. Work done 
along this line is, therefore, of the greatest value, not only to the 
companies but also to all those who cannot obtain insurance at 
standard rates. 

By engaging in substandard business, companies facilitate the 
work of their agents, conserving, possibly, about 5 per cent of 
their total production. Not only is a much wider field opened up 
to them, but also the percentage of cases declined (normally 
about 10 per cent) is greatly diminished. Those companies 
which have refrained from insuring other than standard lives have 
done so chiefly for practical reasons and in order to simplify their 
business. Sometimes it has been thought that substandard insur¬ 
ance would adversely affect the interests of the agents since 
some border-line cases which formerly obtained standard rates 
would be rated up. To a certain extent that is bound to be true, 
but on the whole it is probable that the general widening of 
coverage would be in the best interests of the agents, the com¬ 
panies, and the public. It was also felt at one time that lack of 
knowledge might lead to heavy losses, but there is very little 

^ Notably, the joint investigations of the Actuarial Society of America 
and the Association of Life Insurance Medical Directors, including the 
‘^Medico-Actuarial Investigation” published in 1910, the “Medical Impair¬ 
ment Study” of 1929, (and subsequent supplementary studies) and the 
“Joint Occupation Study” of 1928. 
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justification for such a view at the present time, owing to the 
much better information on mortality among many types of 
substandard groups which has been collected and made available 
by those companies whi(;h have engaged in such business. The 
fundamental principles of life insurance are the same for all 
classes of lives, aiid it is certainly very desirable that those who, 
perhaps, stand most in need of insurance should be able to obtain 
it on proper and reasonable terms. 



CHAPTER XII 


THE ASSETS 

In prf^ceding chapters the methods of determining the amount 
of the liability of a life insurance company on account of its 
outstanding policies have been explained. It is equally impor¬ 
tant, in determining the financial condition of the company, to 
consider the nature of the assets and the value placed upon 
them. In this chapter the nature, composition, and valuation 
of the assets of life insurance companies will be discussed, par¬ 
ticularly as they are affected by the various state insurance laws. 

General Principles of Investment Applicable to Life Insurance 
Companies. —There are three principal considerations in invest¬ 
ing life insurance funds. In order of their importance they are 
(1) security of principal, (2) adequacy of yield, and (3) necessity 
of diversification. A fourth consideration frequently mentioned 
but the realization of which is, to some extent, at least, problem¬ 
atical is ready convertibility. 

Security .—It has been said that the object of a life insuran(;e 
company is to pay claims. Its ability to do so is the paramount 
consideration. For this reason it is generally considered that 
investments of a speculative nature are not suitable for life 
insurance funds nor are any other enterprises which involve 
possibilities of either large profits or large losses, as, for example, 
the practice, formerly followed by some companies, of under¬ 
writing new security issues. The fact that such transactions 
may be very profitable and the argument that, in view of the 
special opportunities available to such large financial corpora¬ 
tions as insurance companies, they may involve little risk of 
loss are not sufficient justification for employing funds which are 
in their nature trust funds in any other than sound investments. 
The nature of life insurance funds renders security of principal 
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by far the most important consideration. At the same time, 
when the extent of the investments of life insurance companies 
is taken into account it would seem that a reasonably small 
proportion of speculative securities could not be a source of any 
real danger. In fact, one of the advantages that a large investor 
should enjoy is the ability, through diversification of investment, 
to take advantage, to a certain extent, of the higher yield obtain¬ 
able on speculative investments. 

This is, perhaps, particularly true of a life insurance company, 
which usually has the benefit of the most expert advice on invest¬ 
ment matters. Many of the state laws on the subject, however, 
lay down a distinctly conservative investment policy and aim at a 
high degree of security, not only in the investments as a whole 
but in the individual items. 

Yield .—The companies do not, as a rule, anticipate in their 
premium and reserve calculations the earning of a high rate of 
interest. The rate assumed in reserve calculations is usually 
3 or per cent. The interest required to maintain reserve 
funds at the proper amount has, therefore, except under unusual 
circumstances, always been obtainable on the best classes 
of securities. At the same time it is the duty of the company 
to choose its investments in such a way as to secure the highest 
yield consistent with safety, in order that it may furnish insurance 
to its policyholders at a reasonably low cost. In considering 
both security and yield it should not be forgotten that life insur¬ 
ance companies must, because of the amounts to be invested, 
seek their investments in a wide and varied field. In such 
circumstances it is not to be expected that losses will be entirely 
avoided. The same principles of averages which apply to life 
insurance calculations can, however, be applied in some degree 
to investment transactions. An investment fluctuation fund 
may be accumulated by setting aside a part of the higher interest 
earnings on the less well-secured investments, from which fund 
any losses may be made good. A life insurance company may 
therefore properly invest to some extent in securities which might 
not be entirely suitable for an individual investor. This should 
not, of course, be made an excuse for indulging in speculation, but 
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it is a sufficient reason to justify the adoption of a reasonably wide 
and liberal investment policy. 

Diversification ,—Life insurance investments should be dis¬ 
tributed both geographically and among different classes of 
securities. It is sound policy not to have too great a proportion 
of the total funds in a single investment, in a single class of 
investment, or in investments which may be interdependent or 
which depend on the prosperity of a particular section of the 
country. Some of the states recognize this principle by limiting 
the amount to be invested in a single investment or class of 
investments. For example, in Wisconsin not more than 10 per 
cent of the assets may be invested in the stock or securities of any 
one corporation, while in Louisiana not more than 80 per cent of 
the assets may be invested in mortgages. 

Convertibility,—'R qvlAy convertibility is, under normal condi¬ 
tions, not by any means a necessary quality of an investment in 
order that it may be suitable for a life insurance company. 
Current income is usually more than sufficient to take care of 
current disbursements. In well-managed companies circum¬ 
stances under which it would become necessary to sell any con¬ 
siderable quantity of securities are remote, while, owing to the 
extremely varied range of investments which is necessary, there 
will usually be a certain proportion of the funds in securities 
which are about to mature or which could be readily converted 
into cash except under very unusual circumstances. 

It must be realized that convertibility into cash is largely 
academic. No substantial sales could be effected at any time 
without the certainty of loss and, in extreme circumstances, 
disastrous loss, if, indeed, a market could be found at all. 

However, convertibility of a certain proportion of the invest¬ 
ments is rendered desirable by the liability to pay cash surrender 
values or to grant loans on demand, particularly in conipanies 
having a substantial amount of ‘‘investment'^ business such as 
retirement annuities or endowment insurances. In order to pre¬ 
vent loss which might arise from such forced liquidation of assets 
some states require the companies to insert a provision in ti eir 
policies reserving to the company the right to delay the granting 
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of policy loans or the payment of cash surrender values for a 
specified period, and most companies now have such a provision 
in their contracts. 

Stiitability of Various Types of Investment. —The principal 
types of investments available may now be considered in greater 
detail with a view to ascertaining their suitability for the invest¬ 
ment of the funds of life insurance companies. 

Real Estate ,—Most of the states have laws restricting invest¬ 
ment in real estate to such as is necessary for the convenient 
transaction of business and such as may be acquired in the 
protection of legal rights, as in the foreclosure of mortgage loans. 
Usually, such real estate as is acquired in protection of the 
company’s rights must be disposed of within a limited period 
which, however, may generally be extended at the discretion of 
the insurance commissioner in order to prevent unnecessary loss. 

In 1938 the New York insurance law was amended so as to 
permit investment during the succeeding five years of up to 
10 per cent of the admitted assets in land in cities of not less than 
300,000 population and the erection thereon of apartment dwell¬ 
ing houses or accommodations for other reasonable community 
services. A similar previous amendment (1924) limited the class 
of.buildings to those renting at a monthly rate not exceeding $9.00 
per room. These amendments arose out of the housing shortage 
and the unemployment situation. 

On account of the possibilities of serious depreciation in value 
and because of the lack of ready convertibility into cash in event 
of need, real estate is not usually considered to be a suitable form 
of investment for life insurance companies except to a small 
extent and for the purposes mentioned. Many companicvS have 
considerable sums invested in home-office buildings. There 
is no objection to this where the company requires a large part of 
the space for its own use, but where that is not the case there is the 
same objection as to any other large investment in real estate. 
n ! Mortgage Loans ,—Generally speaking, mortgage loans satisfy 
in a high degree the requirements as to security and yield. They 
may also be well distributed both geographically and by type of 
security. Although such loans are not readily convertible, they 
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are entirely suitable for the investment of a substantial propor¬ 
tion of life insurance funds. Mortgage loans, because of their 
stability and permanence and the need of special knowledge and 
supervision in their handling, are more suited to large investors, 
such as insurance companies, than to individuals. 

Certain types of mortgages, such as those secured by farm 
property, generally provide for a gradual repayment of principal 

amortization which may, in some circumstances, be a 
desirable feature. This arrangement supplies a periodical cash 
income which is available for current use or reinvestment, while 
the margin between the value of the property and the amount 
of the loan is maintained or increased. Mortgages on high-class 
city property bear a lower rate of interest than other classes of 
mortgages, particularly when the amount is substantial, and are 
usually int(uided to run indefinitely. The yield and security of 
such gilt-edged mortgages have been such as to render them 
particularly attractive investments, especially when the degree 
of permanence desirable in life insurance investments is taken 
into account. 

Because of scarcity of buildings and consequent high rentals 
there was, a few years ago, some agitation in favor of statutory 
provision for compulsory investment of life insurance funds in 
real estate mortgages, particularly those on residential property. 
Such legislation would be ill-advised. While it is desirable that 
insurance funds should be invested as far as possible with a 
view to the futherance of public welfare, the directors of the 
companies should not be forced to adopt an investment policy 
which might conceivably result in serious losses. 

Under the National Housing Act the Federal Housing Adminis¬ 
tration is at present authorized to insure first-mortgage loans 
made by approved lending institutions, including life insurance 
companies. A mortgage insurance fund is created from pre¬ 
miums paid by the borrowers. 

\/ These loans are made chiefly on residential property, including 
private homes, multiple family dwellings, and apartment houses, 
at interest rates of from 43^^ to per cent according to class 
and size of loan, running for 20 or 25 years and on the basis of a 
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much higher percentage of valuation than life insurance com¬ 
panies generally advance. All loans are on an amortization 
basis, and the lender must enforce prompt payment of interest, 
taxes, and amortization. In event of default the loan is fore¬ 
closed promptly and is taken over by the Federal Housing 
Administration which issues to the lender debentures bearing 
interest at 2^^ per cent for the amount of the unpaid balance of the 
loan maturing three years later than the original maturity date. 

An ample supply of these loans is available, and some com¬ 
panies have taken advantage of this opportunity to invest part of 
the abnormally large cash balances resulting from current 
unfavorable investment conditions. Many companies, however, 
evidently consider that the terms upon which such loans must 
be made, together with other practical objections, such as the 
possibility of a high rate of default and low yield in event of 
foreclosure, make them undesirable. 

Opportunities for investment in mortgage loans, particularly 
on private homes and on farms, have been greatly affected by 
government entry into this field. Among the governmental 
a^ncies which now grant loans on mortgage are the Home 
Owners^ Loan Corporation which makes loans of limited amounts 
on certain classes of residential property at low interest rates 
and up to a very high percentage of valuation and the Farm 
Loan Administration which makes loans on farms or rural 
property through the Federal Farm Mortgage Corporation. 

The extent of the operations of these agencies (and their 
consequent influence on the business of private lenders) may be 
judged from the fact that at the end of 1938 the Home Owners' 
Loan Corporation had loans outstanding of approximately three 
billion dollars while the Federal Farm Mortgage Corporation had 
nearly a billion dollars outstanding. 

Stocks .—^At one time stocks were an important source of 
investment for the funds of life insurance companies. Fol¬ 
lowing the legislative investigation of 1905 it was the opinion 
of the Armstrong Committee that the holding of the stock 
of any commercial corporation by a life insurance company 
was fundamentally objectionable. The reason given for this 
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opinion was that if the stock holdings were small the investment 
was at the mercy of the majority stockholders, while if the stock 
investments were large there was a temptation to secure full 
control, with the result that the company purchasing stock was 
thus led into active participation in enterprises quite foreign to 
the purposes for which it was chartered. There is some force in 
these objections, but it is possible to restrict investment in stocks 
in a reasonable manner and at the same time to permit the 
companies to avail themselves of suitable and advantageous 
opportunities for such investment. 

Only a few states prohibit investment in common stocks 
entirely. A great many states prohibit investment in certain 
specified types of stocks of the more speculative kind. Thus, the 
Connecticut law forbids investment in the stocks of mining com¬ 
panies while the Idaho law prohibits investment in the stocks of 
oil or canning companies. Other laws prohibit investment in 
any stock which is liable to assessment, such as bank stocks. 
The law of New York, which since 1906 had forbidden any 
investment in stocks, was amended in 1928 to permit invest¬ 
ment in preferred and guaranteed stocks of corporations which 
for 5 years preceding such investment had net earnings applicable 
to dividends amounting to at least 4 per cent of the par value 
of the capital stock outstanding. Such investment is restricted 
to 10 per cent of the amount of preferred or guaranteed stock 
issued and to 2 per cent of the assets in any one investment. 
Most of the companies took advantage of this change to pur¬ 
chase high-class preferred stocks at favorable yields. At 
present, however (1939), owing to the effects of the depression, 
there are relatively few preferred stocks available for investment 
under the terms of the law. 

V^n general, it may be said that the investment of a considerable 
proportion of the funds of a life insurance company in stocks 
would be objectionable but that under normal conditions it is 
not necessary to prohibit such investments altogether. Life 
insurance companies are large investors and can, therefore, 
afford to take the comparatively small risks incident to the 
opportunities offered by such an important avenue of investment. 
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The preferred or even the common stocks of some corporations 
may be better securities than the bonds of other corporations or 
perhaps of certain municipalities or governments all of which are 
permissible investments in practically all states. The wisdom 
of prohibiting an entire class of securities, some, at least, of which 
are^admittedly excellent, seems open to question. 

'^^Bonds. —Bonds, whether government, stale, county, municipal, 
or corporate, are the most convenient outlet for available funds 
and the most readily realizable of the permanent'' investments. 
The funds of life insurance companies are inv(\sted to a very large 
extent in bonds. Such investments can normally be made with 
due regard to the requirements of security, yield, distribution, and 
convertibility. As a general rule, the greater the security the 
lower the yield. On ac^count of the large demand for good bonds 
by all classes of investors and the consequent reduction in yields 
there was, prior to the depression, a tendency on the part of life 
insurance companies to invest more in mortgages and stocks 
and less in bonds. In recent years, because of the fall in real 
estate values and the reduced supply of good mortgages due to 
prevailing conditions, including government (uitry into the 
mortgage field, the trend has been r(W(U'S(»d. 

Bonds may be broadly divided into the following classes: (1) 
U. S. Government; (2) foreign government; (3) state, county, 
and municipal; and (4) corporate. 

Under normal conditions most companies own a relatively 
small amount of U. S. Government bonds which are used for 
deposit purposes or for temporary investment. On account of 
the low yield this class of bonds is not suitable for extensive 
permanent investment. In recent years investment in U. S. 
Government bonds has greatly increased because of the dearth 
of other suitable investments and the large accumulations of 
cash in banks awaiting investment. 

-^/^Foreign government bonds include a wide range of securities 
of various degrees of desirability. On account of legal restric¬ 
tions, however, investment in foreign government securities is 
largely limited to those required for deposit purposes by compa¬ 
nies having business outstanding in foreign countries. 
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^ State, county, and municipal bonds are rather a mixed group. 
The issues which would be acceptable investments do not offer 
a high yield and this group therefore forms a relatively small 
proportion of the total bond investment. 

v>Corporate bonds are the backbone of the bond investments 
of life insurance companies. These include the bonds of rail¬ 
roads, i>ublic utility companies, such as gas, electric, transit and 
other public service corporations, and miscellaneous corporations. 

It was the opinion of the Armstrong Committee that there 
should be no restrictions on investment in corporate bonds other 
than collateral trust bonds (bonds secured by shares of stock). 
The committee felt that the effect of making restrictions would 
be to exclude the companies from proper opportunities to secure 
a reasonable return ui)on their funds. The companies have very 
large amounts to invest and must be allowed to use every legiti¬ 
mate field of investment. Under a proper investment policy 
there is little, if any, necessity for limitations on the right of 
investing in corporate bonds. Where bonds are secured by 
shares of stock (collateral trust bonds) they arc suitable invest¬ 
ments for life insurance companies only if the stocks by w'hich 
they are secured are suitable for the same purpose. 

Collateral Loans Secured by Stocks or Bonds .—Collateral loans 
secured by stocks or bonds are a suitable form of investment for 
short periods, provided the market value of the security is 
maintained in excess of the amount loaned and the stocks or 
bonds forming the security are such as the company may and 
would be prepared to hold as a permanent investment. 

It need hardly be said that it is not necessary or possible to 
disemss in this book the principles of investment. The foregoing 
paragraphs merely outline, in the most general way, some of the 
principal considerations affecting the suitability of various types 
of investments available to life insurance companies. 

Legal Restrictions. —Some of the legal restrictions imposed 
by state laws on the investments of life insurance companies 
have already been explained. The objects of legal regulation 
of investments are (1) to insure soundness and to prevent 
speculation, as by laws prohibiting or restricting investments 
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in stocks or in real estates (2) to eliminate improper practices, 
as by laws prohibiting underwriting operations or intended to 
confine insurance companies to their particular field of operation; 
(3) to secure the investment of life insurance funds in directions 
favored by the policy of the state legislature, as, for example, the 
Robertson law of Texas which requires that three-fourths of the 
reserves on policies on the lives of Texas residents shall b(' 
inyested in certain Texas securities. 

The first two of these objects are legitimate, although opinions 
may differ as to the details. The third is not. While the right 
to prescribe investments of certain favored types as a nc'cessary 
condition to doing business within the state is undoubted, the 
exercise of that right is ill-advised. The effect of the Texas 
law has been to drive out of the state many of the b(\st com¬ 
panies in the country. This is not because there are no good 
investments to be had in Texas but because the companies will 
not consent to having their investment policy dictated by a state 
government which has no corresponding responsibility to the 
Rplicyholders. The effect of enforcing such a law is to compel 
the adoption of an investment policy which may not be suitable, 
since the suitability of investments in a particular state depends 
on the conditions within that state. If the available investments 
are suitable for the investment of life insurance funds there is 
very little doubt that the companies will themselves seek them 
out. If they are not suitable, the companies should not be 
compelled to invest in them. 

Many of the state laws contain regulations as to classes of 
securities in which investments may be made. Some of those 
laws prescribe the classes which are permitted and prohibit all 
others; others state the classes of securities which are prohibited, 
all others being permitted. Possibly the best type of law is 
that which lays down a restricted list for a certain proportion 
of the funds, leaving the company entire freedom in the invest¬ 
ment of the remainder and thus permitting it to avail itself of 
any particularly attractive opportunity.^ 

1 Hobbs, C. W.: ‘‘The Investment Laws Relating to Insurance Com¬ 
panies.” 
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In addition to these laws, others regulating the investment 
machinery of the companies are to be found in certain states, 
such as laws requiring investments to be in the corporate name 
or requiring authorization of all investments by the board of 
directors or by an executive committee or prohibiting any direc¬ 
tor or officer from making profit from any investment or trans¬ 
action in which he was concerned in behalf of the company. 
Some states prohibit investment in securities not legally issued 
or which do not bear interest, but such laws do not appear to 
be necessary, as the companies are not likely to seek illegal 
investments or to buy non-interest-bearing securities. 

Although there are certain legal restrictions on particular 
types of investment, such as real estate and stocks, very few 
restrictions exist on investment in bonds, other than on bonds 
secured by shares of stock. The most common statutory 
regulation of mortgage loans is that the amount of the loan shall 
not exceed 50 i)er cent of the value of the property upon which 
the loan is secured. In New York the loan must not exceed 
two-thirds of the value of the property, while one state allows 
only 40 per cent of the value. 

Distribution of the Assets. —The average distribution of assets 
among the different classes of investments in the principal 
(companies, as well as the changes which have taken place therein 
during recent years, may be seen from the table shown on page 
285. 

The table shows the composite percentages of admitted assets 
according to class of investments in 49 companies, the total 
admitted assets of which are over 90% of those of all United 
States companies. Figures are shown as at December 31, 1927, 
1932 and 1937, that is, (1) just before the financial and economic 
depression which began in 1929; (2) during the depression, and 
(3) (if one may speak optimistically) after the depression. The 
tremendous effect of the changed economic conditions in 1929 
and following years upon the investments of life insurance 
companies is seen in most of the principal items in this table. 

Mortgage Loans ,—Because of defaults and foreclosures, as well 
as stagnation in the building industry and government entry 
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into the mortgage loaning busineKSs, the total proportion of funds 
invested in mortgage loans is now less than one-half of what it 
was 10 years ago. The proportion invested in farm mortgage 
loans is not much more than one-fifth. With the return to more 
normal conditions the tendency will probably be for an incn^asing 
proportion of the funds to be investc^d in mortgage loans, partic¬ 
ularly as long as the supply of other forms of investments 
remains restricted. 

Real Estate .—The increase in real estate (corresponds, in 
general, with the decrease in mortgage loans, b(*ing ac.ccounted for 
by extensive foreclosure of defaulted loans. Under various state 
laws property so acquired must be disposed of within a limited 
time unless special extensions are granted by the authorities. 
Most companies now hold such substantial amounts of real 
estate under foreclosiin' that it will not be i)ractical to dispose of 
these amounts except over a considerable period, unless at great 
loss, so that it is likely that for some time to come the percentage 
of the assets held in real estate will be greater than was formerly 
tdae case. 

Bonds .—^The total of all bonds shows a very substantial 
increase as compared with the predepression years. This increase 
appears in practically all classes of bonds except railroad bonds, 
but the total increase is very largely accounted for by the increase 
in United States Government bonds. A large proportion of 
these newly acquired Government bonds are short-dated securi¬ 
ties bearing very low interest rates and differing but little from 
cash. They have been purchased as temporary investments 
pending improvement in the interest rate and an increase in the 
supply of available bonds of satisfactory character and yield for 
more permanent investment. Economic conditions in recent 
years have resulted in widespread stagnation of industrial 
financing, resulting in considerable competition among the 
companies for whatever desirable bond issues have become 
available. 

The percentage of assets invested in railroad bonds has 
decreased by one-third since 1927 due to the very unsatisfactory 
financial condition of many of the roads and the doubtful outlook. 
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Percentage Distribution or Admitted Assets 
(49 United States companies having over 90 % of Total Assets of all companies) 


Percentage of total 
at Dec. 31 



1927 

1932 

1937 

Mortgages 




Farm. 

15.0% 
28 1 

8.9% 
26 8 

3.3% 

16.0 

19.3 

Other. 

Total Mortgages. 

43.1 

35.7 

Real Estate . 

1.9 

4.0 

8.1 

Government Bonds 

United States. 

3.3 

2.2 

18.2 

States, Counties & Municipalities. 

2.7 

3.9 

5.9 

Canada. 

2.3 

2.4 

2.1 

Other Foreign Governments. 

0.3 

0.1 

0.0 

Total Government Ikmds. 

8.6 

8.6 

26.2 

Other Bonds 




Railroads. 

19.2 

15.0 

12.6 

Public Utilities. 

8.1 

8.6 

10.9 

Miscellaneous. 

1.2 

1.8 

3.7 

Total of Other Bonds. 

28.5 

25.4 

27.2 

Total of All Bonds. 

37.1 

34.0 

53.4 

Preferred and Guaranteed Stocks 




Railroads. 

0.1 

0.4 

0.2 

Public Utilities. 

0.1 

0.8 

0.7 

Miscellaneous. 

0.0 

1.0 

0.9 

Total Preferred and Guaranteed Stocks. 

0.2 

2.2 

1.8 

Common Stocks 




Railroads. 

0.1 

0.1 

0.1 

Public Utilities. 

0.0 

0.1 

0.1 

Miscellaneous. 

0.4 

0.3 

0.3 

Total Common Stocks. 

0.5 

0.5 

0.5 

Policy Loans and Premium. Notes . 

12.1 

17.9 

12.4 

Collateral Loans . 

0.2 

0.1 

0.0 

Cash ... 

0.8 

1.5 

2.6 

Other Admitted Assets . 

4.1 

4.1 

1.9 

Toted Admitted Assets . 

100.0 

100.0 

100.0 
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Stocks .—The total of stocks of all kinds is still relatively insig¬ 
nificant. The increase in preferred and guaranteed stocks which 
appears in the 1932 column of the table was due to the change 
of the New York Insurance Law in 1928 under which Now York 
companies (which include several of the largest companies in the 
country) were permitted to invest under certain conditions in 
preferred and guaranteed stocks, which they had not formerly 
been able to do. 

Policy Loans .—Policy loans form, in normal times, from 10 to 
15 per cent of the assets. The proportion reached in 1932, at 
the peak of the depression, 17.9 per cent, was the highest on 
record. The ratio has steadily decreased since that time and at 
the end of 1937 was normal. The amount of policy loans is a 
close reflection of current economic conditions. From an 
investment standpoint policy loans are perfectly secured, since 
failure to repay a loan involves cancellation of an equal liability. 
The companies, however, do not favor policy loans. The 
majority of such loans are never repaid, and in many erases a 
policy loan is merely a prelude to an early surrender of the con¬ 
tract. Moreover, the high rate of interest is more apparent than 
real. The average policy loan amounts to only a few hundred 
dollars, while thousands of loans of very small amounts are madc^ 
for the purpose of paying premiums, etc. The rate of expense 
involved in handling such small loans is relatively high, and in 
the case of the smaller loans the true net yield is probably con¬ 
siderably below the average yield on the company's investments 
as a whole. 

In the past, state laws have required the policy contract to 
provide for granting policy loans ^‘at a specified rate of interest.^' 
The rate of interest specified by most companies has been either 
5% payable in advance or 6% payable at the maturity of the 
loan. In 1938, as a result of the drastic fall in the interest rate 
obtainable on investments of all kinds, and resulting agitation 
from various sources for a reduced rate of interest on policy 
loans, the New York Insurance Law was amended to provide for 
a maximum interest rate in the case of policies delivered after 
January 1, 1939 of 4.8% payable in advance, or the equivalent 
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at the end of the year, such equivalent being practically 5%. 
As a result, many companies changed their contracts to provide 
for a rate of 5% at the maturity of the loan. This change, of 
course, could not affect the terms of contracts already in force 
which provided for a higher rate. 

This change in the law was due largely to popular clamor and 
there was undoubtedly some misunderstanding on the subject, 
not only in the legislature, but elsewhere. Little attention was 
given to the special features of policy loans which justify, and 
indeed require, a high rate. In accordance with the law, the 
rate must be guaranteed for the entire duration of the contract, 
which might be a period of 50 or 60 years, or even more. Loans 
are made on demand (unless the company should take advantage 
of any provision in the contract under which it would have the 
right to delay the granting of a loan for a specified period) in 
any amount up to the full value of the policy. Loans must be 
automatically renewc'd at the same rate so long as the interest 
is paid or so long as there is sufficient value in the policy to pay 
the interest, while the borrower may repay the loan at any time 
in whole or in part. Loans could not be obtained on such terms 
anywhere else at any rate of interest. There is an evident danger 
that in times when interest rates are high there may be a serious 
drain on the companies in this way which would prevent thorn 
from taking advantage of favorable investment opportunities. 
In the same way, loans are likely to be repaid when the interest 
rates elsewhere are lower, which is also unfavorable for the 
company. 

It is evident that since policy loans are a substantial per¬ 
centage of the company's assets, any reduction in the rate of 
interest will have a material effect on the net rate of interest 
earned, and therefore on the cost of insurance to all policyholders. 
This effect will be accentuated, since the tendency will be to 
prevent the company obtaining as high a rate as it might on 
other investments because of inability to take advantage of 
opportunities at the best time. 

The majority of authorities appear to believe, for these reasons, 
that the amendment of the New York Insurance Law was ill- 
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advised and that it will be to the disadvantage of policyholders 
generally. The minority who borrow will, of course, pay less 
interest, but they will also receive less in dividends. In many 
cases the saving in loan interest will be more than offset by the 
reduction in dividends. To policyholders who do not borrow and 
who are in the majority, the change is entirely disadvantageous. 

Collateral Loans, —^Loans on collateral security form only a 
negligible fraction of the average company's investments. Some 
companies do not lend on collateral security at all, not because of 
the unsuitability of this type of investment but probably because 
the investment machinery of the companies is not adapted to the 
special requirements of collateral loans, which are generally 
required to be made practically on demand. 

Cash. —Cash and bank balances for the last few years have 
been double, or more than double, what is normally required. 
Practically all companies have a large excess of income over 
disbursements and require only a relatively small amount of 
cash on hand and in banks. The large amounts of cash now held 
are due to the absence of a sufficient supply of suitable invest- 
ni^nts. In this connection it should be noted again that a 
substantial part of the amount invested in government bonds 
may be regarded as virtually the equivalent of cash. 

Valuation of Assets.—In considering the value that is to be 
placed on the assets for the purpose of a financial statement, a 
distinction must be made between (1) property other than stock 
exchange securities and (2) stock exchange securities. 

Property Other than Stock Exchange Securities. —Property 
other than stock exchange securities comprises real estate, 
mortgage loans, policy loans, collateral loans, and cash. The 
value to be placed on these assets will be the hook value of real 
estate and the amount outstanding or on deposit for the other 
items. If the real estate held is considered to be worth more 
or less than the amount previously on the books an increase or 
decrease will be made in the book value which will appear in the 
financial statement (income or disbursements) as an increase (or 
decrease) by adjustment. An alternative is to make no change in 
the book value but to show a non-ledger asset for the excess of 
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market value over book value or (for a decrease) a deduction as an 
asset not admitted for the excess of book value over market value. 
The convention blank (uniform financial statement) contains 
provision for such entries, but, as there is no established market 
for real estate, the meaning of “market value'’ is not determined. 

In connection with mortgage loans, an important question is 
to what extent credit should be taken as a (non-ledger) asset 
for interest due and unpaid. No credit should be taken for 
such interest unless it is either expected that it will be paid or 
unless it is considered to be fully covered by the value of the 
property in event of foreclosure. The present form of annual 
statement evidently contemplates entering the full amount of 
unpaid interest as a non-ledger asset with a subsequent deduction 
under the head “Assets Not Admitted" for unpaid interest for 
which the company decides not to take credit. A fairly common 
practice is to deduct in this way interest which is overdue more 
than six months. If unpaid interest is capitalized, that is, 
added to the loan, it will appear in the company's annual state¬ 
ment as income in the same way as if it had actually been paid, 
thus increasing both the assets and the interest return thereon. 
Capitalization of interest is justified only where the security is 
sufficient to protect the additional loan. 

Stock Exchange Securities .—The most important questions 
in regard to valuation of assets arise in connection with bonds 
and stocks. In the case of listed securities there is available 
a market value (stock exchange price) which fluctuates daily and 
widely. If stock exchange prices were used for the valuation of 
all stocks and bonds (comprising, perhaps, half of a company's 
assets) the financial position as of any stated day might be quite 
different from the financial position a week earlier or a week 
later. Such a financial statement would have very little real 
meaning. This has been recognized by the state insurance 
authorities, and most of the states have provided by law or by 
ruling for a method of valuation of a substantial part of the stock 
exchange securities independently of current prices on the stock 
exchange. The law in the state of New York is typical and is as 
follows: (1) No stock and no bond that is in default as to either 
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principal or interest or that is not amply secured shall be valued 
above the market value; (2) all other bonds, those that are 
amply secured and not in default, shall be valued on the basis of 
the purchase price adjusted so as to bring the value to par at 
maturity and so as to yield meantime the effective rate of interest 
at which the purchase was made. The values produced by this 
latter method are called the amortized values. The process by 
which they are obtained will be explained later. 

Stock exchange securities are therefore divided into two groups, 
(1) nonamortizable securities^ which must be valued at market 
prices, and (2) amortizable bonds^ which are valued at the amor¬ 
tized values independently of market prices. It is necessary to 
consider these two groups separately. 

Non-amortizable Securities. —Under normal conditions the only 
question which can arise in regard to the non-amortizable 
securities is which bonds not in default are amply secured^' 
and which are not. No question can exist as to stocks (which are 
all in the non-amortizable class) or as to bonds in default. The 
wual basis under state regulations for determining whether bonds 
not in default are fully secured is the rating awarded by the 
standard bond-rating manuals. These ratings vary in the 
different manuals so that a bond might qualify by one and not by 
another. The rule is therefore not an entirely satisfactory one. 
Bonds of the United States Government or of states, counties, 
or municipalities and which are not in default are as a rule deemed 
to be fully secured. 

Under abnormal conditions questions have arisen as to the 
desirability of using exceedingly low actual market prices for 
non-amortizable securities. In the years 1917 to 1921 inclusive 
and again from 1931 to 1933, resolutions were adopted by the 
National Convention of Insurance Commissioners recommending 
the adoption of higher values for non-amortizable securities 
than the actual market prices on Dec. 31, and such higher values 
were approved by the majority of the state insurance depart¬ 
ments in these years and used by the companies with the modifica¬ 
tions referred to below. These arbitrary “market values'' are 

1 Formerly the National Convention of Insurance Commissioners. 
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known as convention values or, sometimes, commissioners^ values. 
The insurance laws in general specifically require market values, 
and the authorization of the use of values greater than the actual 
market prices involves an assumption of authority which might 
conceivably be open to question unless the superintendent of 
insurance (or other corresponding official) has discretion to make 
and authorize such an interpretation of the law. The general 
justification for permitting the use of values higher than the 
actual market prices was embodied in the following resolution 
adopted in 1931: 

Whereas, exceptional fluctuations of value of stocks and bonds as 
reflected on the exchanges have led to the inquiry as to whether the 
market price quotations for stocks and bonds on any particular day 
are indicative of the fair market value of such securities; and 

Whereas, under similar circumstances it has been the policy of the 
National Convention of Insurance Commissioners to indorse and 
recommend the substitution of the range of the market and the average 
of prices thus found running through a reasonable period of time as a 
fair basis of market value of stocks and bonds: 

Resolved, that the Committee on Valuation of Securities of the 
National Convention of Insurance Commissioners is of the opinion 
that under present conditions the market quotations on stocks and 
bonds for a particular day are not a fair standard for the ascertainment 
of fair market value of such securities and recommends as a present 
substitute therefor the average price of stocks and bonds as reflected 
by the exchanges for a range of five quarterly periods ending September 
30th, 1931. 

Further resolved, that since the fair average thus ascertained is approxi¬ 
mately the closing price of securities on June 30th, 1931, the prices of 
June 30th, 1931, be taken as the fair market value during the current 
year and that such standard be accepted for the annual statements 
due as of December 31st, 1931, except that securities should not be 
valued at more than the purchase price if purchased since June 30th, 
1931. 

Further resolved, that in cases where the condition of companies may 
require the immediate disposition of securities at present prices it is the 
opinion of this Committee that the discretion of a Commissioner of 
Insurance should be exercised to vary the general formula herein set 
forth so as to adopt the prices then reflected by the exchanges. 
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Further resolved^ that in the valuation of bonds which have defaulted 
in principal or interest since June 30th, 1931, and in the valuation of 
stocks and bonds of corporations in receivership since June 30th, 1931, 
the convention value shall be the exchange quotations of December 
31st, 1931, instead of the average value as provided in the principal 
resolution.^ 

The principle thus adopted when market prices are abnormally 
depressed is to substitute for the actual market price at December 
31 an average price based on the normal range of the market.'^ 
Where the condition of a company, however, is such that it may 
be required to dispose of securities at current prices, these prices 
and not the higher convention values are to be used. The use of 
“convention valuesis justified only where there is no intention 
to sell or any necessity of selling. 

The convention values of 1917 were the average prices at five 
quarterly intervals from November, 1916, to November, 1917. 
From 1918 to 1921 they were obtained by taking the average of 
the price on Nov. 1 and the previous yearns convention value. 
In 1931 the convention value was fixed at the market price 
oi^ June 30 (which happened to be approximately equal to an 
average of five separate values at intervals of 3 months), and the 
same values (i.e,, June 30, 1931, prices) were used again in 1932. 
In 1933 the convention values were the average of the prices on 
Nov. 1, 1933, and the 1932 convention values.^ 

In 1932 and 1933 certain companies which desired to take 
credit only for actual market values of non-amortizable securities 
rather than the higher convention values, were permitted to 
do so indirectly, by including as a special liability item the 
amount of the excess of the convention values (which were shown 
as “ Assets'0 over the actual market values. This excess had 
to be described as a “Special Contingency Fund.^^ It would 
seem that as the laws specify market values, any company which 
wished to do so should have been permitted to use the actual 
market values directly, i,e,, on the asset page. The effect of 

^Proc., Nat. Convention Insurance Commissioners, p. 6 (1932). 

* There are certain modifications and exceptions which are not discussed 
here. 
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doing it indirectly was to increase the admitted assets by the 
difference in question and also to show what seemed to be an 
additional surplus of the same amount. Sometimes an explana¬ 
tory footnote was inserted pointing out the meaning of the 

special contingency fund'^ and showing that in effect the non- 
amortizable securities were valued at actual market prices. 

Amortizable Bonds .—Fully secured bonds not in default 
are valued by the amortization method. The basic assump¬ 
tions involved in and justifying such a valuation are (1) that 
the amounts due for interest and principal will certainly bo 
paid and (2) that it will not be necessary to sell. Just as soon 
as the security is in question or payments are not duly made 
the bond must be removed to the non-amortizable group and 
valued at market prices. Until that happens a bond represents 
the right to receive certain payments at certain dates. It 
was purchased to yield a certain rate of interest, and its value 
on that basis is entirely independent of current market con¬ 
ditions which depend on the supply and demand in the bond 
market. 

The expression amortized value applies, strictly speaking, 
only to those bonds bought at a premium (above par), but it is 
generally used, also, to refer to bonds bought below par (at a 
discount) and refers in each case (as in the New York law quoted 
above) to the successive adjustments of the original cost (original 
book value) by which that value is reduced or increased by 
successive stages until it equals the par value on the maturity 
date. The method of arriving at these amortized or adjusted 
values will now be explained. 

A bond represents an obligation to pay a sum of money on a 
specified date in the future with interest thereon in the mean¬ 
time at a specified rate. Interest is usually payable semi¬ 
annually, coupons being attached to the bond which are cut 
off and presented for payment as they become due. Thus a 
$1,000, 5 per cent, twenty-year bond represents an obligation to 
pay $1,000 twenty years hence and $25 at the end of each 6 
months during the 20 years. It is evident that if the price 
paid for such a bond is exactly $1,000 the rate of interest yielded 
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to a purchaser by the transaction is exactly 5 per cent (payable 
semi-annually). If a higher price than $1,000 is paid, the rate 
of interest actually realized on the amount invested by the 
purchaser will be less than 5 per cent, since part of the nominal 
interest (coupon) must be used to write off the amount paid in 
excess of par so that the book value of the investment may be 
reduced to $1,000 at the date when the bond matures. Other¬ 
wise a capital loss would occur at the latter date which would 
affect the yield of the whole transaction. In a similar manner 
if the price paid is less than $1,000 the actual rate of interest 
realized is greater than 5 per cent. In that case the book value 
of the investment may be increased gradually until it reaches the 
full $1,000 at the date of maturity, each increase in the book 
value being equivalent to a cash receipt which, in effect, is an 
addition to the interest coupon. 

When a bond is bought above par the periodical reduction in 
the book value thus required by correct bookkeeping to make 
the book value at maturity exactly equal to the amount receiv¬ 
able is called amortization. The reverse process of writing 
ug^ the book value of a bond bought below par (at a discount) 
is called accrual of discount. 

The correct method of carrying out these processes is shown in 
the illustrations given below. Other systems, such as an 
arbitrary pro rata reduction or increase each 6 months, would 
be possible, but where the amortized value is referred to in 
state insurance laws or elsewhere the values as ascertained below 
are intended. 

Illustrations of Amortization and Accrual. —A bond for $1,000 
having 2 years to run^ and upon which the nominal interest rate 
payable is 6 per cent (each semi-annual coupon being for $30) is 
purchased for $1,018.81.^ If the bond had been purchased for 
$1,000 the rate of interest 3 delded to the purchaser would, of 

^ A short period is taken for purposes of illustration only to avoid unneces¬ 
sarily lengthy calculations. 

* A price has been chosen which involves an exact integral yield (5 per 
cent) in order to simplify the numerical illustration. Usually the yield is 
not an exact integer. 
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course, have been 6 per cent payable semi-annually. As the 
purchase price was more than $1,000, the actual yield is less and 
(as may be ascertained by inspection of a bond table) is in this 
case exactly 5 per cent. In other words, the purchaser has 
invested $1,018.81 at 5 per cent, his investment being repre¬ 
sented by the right to receive $1,000 at the end of 2 years together 
with the right to receive $30 each 6 months in the meantime. 
The present value of all these payments discounted at 5 per 
cent is $1,018.81. The company has therefore a 5 per cent, not 
a 6 per cent investment, and the successive amounts to be 
credited to interest will be 5 per cent of the amounts under 
investment, or book values. 

Under a correct system of bookkeeping the details of the 
investment would appear as shown in the following table. 


Half-year 

period 

(1) 

Book value 
at begin¬ 
ning of half 
year 

(2) 

i 

Coupon 
payable 
end of half 
year 

(3) 

Six months’ 
interest at 

5 per cent 
on book 
value at 
beginning 
of half year 
(4) 

Excess of 
coupon 
over inter¬ 
est required 
(amortiza¬ 
tion) 

(5) 

Book value 
at end of 
half year 

(6) 

1 

$1,018.81 

$30 

$25.47 

$4.53 

$1,014.28 

2 

1,014.28 

30 

26.36 

4.64 

1,009.64 

8 

1,009.64 

30 

25.24 

4.76 

1,004.88 

4 

1,004.88 

30 

25.12 

4.88 

1,000.00 


The purchase price of the bond, $1,018.81, is entered as the 
book value at the date of the investment. Six months later a 
coupon of $30 is payable, but the interest on the investment at 
5 per cent amounts to only $25.47. The difference between 
$30 and $25.47 may, therefore, be regarded as a repayment of 
principal. Consequently, the book value of the bond is reduced 
by $4.53, making it $1,014.28, which is therefore the book value 
at the beginning of the second period of 6 months. This value is 
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written down at the end of each 6 months in the same manner, 
as shown in the above table, until and including the date of 
maturity, when the final coupon is exactly sufficient to provide 
the interest at the required rate on the book value at the begin¬ 
ning of the final half year together with an amount equal to the 
excess of the book value over the face amount of the bond. The 
successive values shown in column (6) in the above table are the 
amortized values of the bond in question at the end of each 
period of 6 months. 

The following is an illustration of the working of the amortiza¬ 
tion plan in the case of a bond bought below par. Here the 
book value is gradually increased until it is equal to the redemp¬ 
tion value or face amount of the bond at the date of maturity. 

A $1,000, 4 per cent bond maturing in 2 years is bought for 
$962.83. If the price had been $1,000 the actual rate of interest 
yielded to the purchase by the investment would have been 
4 per cent. As a lower price was paid, the yield is greater than 
4 per cent. The actual yield at the i)rice stated is in this 
case exactly 6 per cent. The following table shows the correct 
bqpkkeepiiig of this investment on the amortization plan. 


Half-year 

period 

(1) 

Book value 
at begin¬ 
ning of half 
year 

(2) 

Coupon 

payable 

(3) 

Six months^ 
interest at 

6 per cent 
on book 
value 

(4) 

Amount j 
added to | 
book value 
at end of 
half year 
(accrual of 
discount) 
(6) 

Book value 
at end of 
half year 

(6) 

1 

$962.83 

$20 

$28.88 

$8.88 

*971.71 

2 

971.71 

20 

29.16 

9.15 

980.86 

8 

980.86 

20 

29.43 

9.43 

990.29 

4 

990.29 

20 

29.71 

9.71 

1,000.00 


As before, the actual price paid for the bond, $962.83, is entered 
as the book value at the date of the investment. When the 
first semi-annual coupon of $20 becomes due it is insufficient to 
provide the necessary interest of 6 per cent on the amount 
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invested for the period of 6 months, which is, as shown in column 
(4), $28.88. The difference between the amount of the coupon 
and the amount required, $8.88, is obtained by increasing the 
book value of the bond.* Interest account is credited with the 
full amount necessary, $28.88, of which $20 is received in cash 
and $8.88 by an inen^ase in the value of bonds. The book 
value of the bond at the end of the first half year will, therefore, 
be $971.71. This procedure is continued, as shown in the 
illustration, until the date of maturity of the bond, when the 
amount of the coupon received, together with the difference 
between the book value of the bond and the amount actually 
received when it is repaid, exactly equals the necessary interest 
on the book value for the final period of 6 months. The $1,000 
which is received in redemption of the bond appears in the 
accounts of the company, therefore, as $990.29 repayment of 
principal and $9.71 interest. The values shown in the sixth 
column are the amortized values of the bond at the periods shown. 

The amortized value of a bond bears no necessary relation to 
the amount which could be obtained by the sale of the bond 
in the open market. Under this system it is assumed that the 
principal of the bond will certainly be repaid at maturity and that 
all the coupons will certainly be paid. The only elements 
entering into the valuation of a bond on the amortization plan 
are, therefore, the rate of interest involved in the transaction 
(z.e., the yield corresponding to the price paid), the amounts 
receivable (whether as principal or interest^'), and the length 
of time until these amounts are due. Where the bond is fully 
secured and no doubt exists as to payment of principal or interest, 
no other factors need be considered. 

Sometimes questions are raised as to the propriety of valuing 
bonds at amounts which may be greatly in excess of, or greatly 
below, current market quotations. In view of the large bond 
holdings of the companies the subject is of considerable impor¬ 
tance. Where a considerable amount is invested in bonds, the 
method of valuation may make a great difference in the apparent 

^ The effect of this is the same as if, in addition to the coupon, the company 
had actually received an asset worth $8.88. 
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financial position of the company and consequently in the 
amount of its apparent surplus. For example, four of the 
largest companies in New York had, on Dec. 31, 1920, bonds 
the amortized value of which amounted to $1,858,000,000, 
the market values being $1,655,000,000. These four companies 
had a total surplus of $127,000,000, so that if the bonds had 
been valued at the market prices instead of on the amortization 
plan, the surplus would have disappeared, unless the amounts 
allotted for dividends had been greatly reduced. Such a valua¬ 
tion would not have been justified. There is no need for com¬ 
panies to follow all the fluctuations of the bond market with 
corresponding fluctuations in their surpluses. If a sufficient 
surplus to take care of fluctuations in marke^t i)rices of all securi¬ 
ties had to be maintained, there might be little, if any, surplus 
available for other purposes where, as in New York, a legal limit 
exists on the total amount of surplus held. 

The chief arguments used by those who consider that all bonds 
should be valued at the market prices on the day of valuation 
instead of on the basis of amortized values are: (1) The value 
of a bond is the amount for which it could be sold, f.e., the 
market value; (2) amortized values may be considcjrably greater 
than market values over a long period of years, and the system 
may be adopted in such times in order to increase the apparent 
worth of the assets; (3) amortized values conceal the mistakes 
of those responsible for investments; (4) in event of the neces¬ 
sity of selling, losses will be shown if amortized values are in 
excess of the market value; (5) the amortization system will 
encourage companies to retain bonds of which the amortized 
values are in excess of the market values and to dispose of 
those of which the market values are in excess of the amortized 
values, thus tending to weaken the position of the company; 
(6) the same bond purchased by different companies at different 
times and at different prices appears at different values in their 
balance sheets under the amortization plan, although the security 
is identical. 

In answer to these arguments it may be said: (1) The quoted 
market value is no indication of the amount for which a large 
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quantity of bonds may be sold. The probable realizable value 
of a considerable block of bonds is certain to be very much less 
than either the quoted market value or the amortized value and, 
in the extreme case of a sale of all bonds held, would certainly be 
such as to involve the insolvency of the company. It will 
hardly be maintained that bonds should be valued on such a basis; 
(2) the fact that the amortized value may be above the market 
value over a series of years does not alter the fact that the market 
value is a matter of no concern to the company if the bond is 
fully secured and if the company has no intention of disposing of 
it before its maturity date; moreover, the argument that the 
system is merely used to show high values for those bonds which 
have a market value lower than the amortized value does not 
hold where the law requires that the total value shown for bonds 
shall not excee^d the total of their amortized values, as is the case 
in the state of New York; (3) the use of amortized values cannot 
conceal mistakes in investments so long as the particulars called 
for in Schedule D of the convention blank (Annual Financial 
Statement) are required;^ (4) normally, the income of a life 
insurance company exceeds its disbursements; if any unusually 
heavy disbursements are expected, or if disbursements exceed 
income, the necessary expenditures can be foreseen, and the 
maturity dates of bonds may be so arranged as to correspond 
with such liabilities; (5) the argument that there will be a 
tendency to retain certain bonds and dispose of others is of little 
importance, as bonds are practically always bought for perma¬ 
nent investment; (6) the fact that different lots of the same 
security may be carried at different values is not wrong if the 
price paid or yield basis was different; this is precisely the same 
thing as where two mortgages are held on similar security but 
were granted on different terms. 

It should be remembered that the nature of life insurance 
contracts is such as to require long-term investments. Life 
insurance companies do not as a rule have to anticipate the 
necessity of realizing on their securities, and so long as they are 
satisfied that the coupons will be met and that the bonds will 

1 See Chap. XIII. 
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be duly paid at maturity they need not eoiicern th(‘mselv(\s with 
current market prices. Market prices are, in any case, depend¬ 
ent on supply and demand, forces whi(*h are to a considerable 
('xtent independent of intrinsic value. Demand may depend 
largely on popularity and ready convertibility as well as on 
security and yield. In extreme circumstances, such as arise 
when the stock exchange is temporarily closed, as it was at the 
outbreak of the World War, the market value disappears entirely. 
By using the amortized value for bonds the same principle of 
valuation is applied to the assets as to the liabilities; i.e., to an 
amount certainly payable at a future date is applied the operation 
of interest or discount on the basis of a fixed yield determined 
by the price paid. 

Those who advocate market values for well-secured bonds have 
generally in mind market values which are less than amortized 
values. Very little is heard of the i)ropriety of using market 
values for such securities when these values are in excess of 
amortized values, as they were at the beginning of the present 
century, and as they are, in some cases, at the present time. 
TJie system, from a practical point of view, does not work both 
ways. If market values are to be used only when they are less 
than the amortized values and not when they are greater, the 
effect is that securities will always be written down and never 
up. In this way surplus will be diminished and dividends to 
policyholders reduced. To be able to value fully secured bonds 
at market prices greatly below the amortized values may be a 
very gratifying indication of financial strength, but it is not an 
unmixed blessing to the current generation of policyholders, and 
particularly to those whose policies are about to mature, since 
the surplus which would otherwise be payable in part to them 
may be substantially reduced through the assumption of condi¬ 
tions which do not exist. 


CANADA 

Investments: The investments of Canadian companies are 
governed by the Canadian and British Insurance Companies 
Act, 1932 (as amended) which provides that such companies 
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registered with the Dominion Government may invest in the 
following:^ 

(1) Government securities of or guaranteed by— 

(a) Canada 

(b) Any province of Canada 

(c) Great Britain 

(d) British Dominions, colonies or dependencies 

(e) Any foreign country or state forming a portion of such 
foreign country 

(2) The securities of any municipal or school corporation in 
Canada or elsewhere where the Company is carrying on 
business, or guaranteed by any municipal corporation in 
Canada. 

(3) Bonds secured by mortgage or by securities of the classes 
permitted as investments. 

(4) Bonds secured by an annual subsidy of the Government of 
Canada or of any Province sufficient to provide for full 
payment of interest and principal. 

(5) Debentures secured by statutory charge upon real estate, 
plant and eciuipment, on which full inter(\st has been paid 
regularly for at least ten years prior to purchase. 

(6) Equipment Trust Certificates of Canadian railways. 

(7) Securities of certain public bodies or authorities of the 
United Kingdom and of the British Dominions. 

(8) Debentures and preferred or guaranteed, stocks of corporations 
which have paid regular dividends on the preferred or 
common stocks for the previous five years. 

(9) Common stocks of any corporation which has paid at least 
4% (or $4 per share on stocks of no par value^) for the previ¬ 
ous seven years. (Not more than 30% of the common stock 
or of all stock issued by any corporation may be purchased. 
A company may not invest in its own stock or the stock of 
any other life insurance company.) 

1 The list given here is not in full detail (see Section 60 of the Act). Prac¬ 
tically all Canadian life insurance companies are registered with the Domin¬ 
ion Insurance Department. 

* See Section 60 (b) (v) for further qualification. 
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(10) Mortgages on real estate or leaseholds in Canada, or else¬ 
where where the Company is carrying on its business, up 
to 60% of the value. ^ 

(11) Collateral loans on securities of the classes permitted as 
investments. 

(12) Policy loans, 

(13) Real estate needed for actual use and reasonable expansion 
or acquired in satisfaction of debts or judgments. 

The Canadian law contains no reference to the use of amortized 
values of bonds. All securities must be valued for the purpose 
of the annual statement at their market values or, in the discre¬ 
tion of the Superintendent, at the market values as at a date not 
more than 60 days prior to the date of the statement. When 
market values are unduly depressed the Minister of Finance 
(not the Superintendent of Insurance) may authorize the \isc of 
values in excess of market but not exceeding the values used in 
the previous annual statement (or the book values in the (^ase 
of securities purchased within the year). Values so author¬ 
ize by the Minister of Finance correspond to ‘‘convention 
values in the United States. In practice book values may be 
carried into the assets if less in tlie aggregate t han the prescribed 
market (or authorized) values. 

The general basis of the modifications permitted in security 
values during recent years under the regulations referred to above 
has been as follows: 

At Dec. 31, 1931, bonds held for at least a year and not 
intrinsically depreciated during the year were valued at the 
market prices allowed at the previous Dec. 31. Bonds (not in 
default) acquired during the year were valued at book values, and 
all other bonds at current market values. Stocks held on June 
30, 1931, were valued at the prices of that date, and stocks 
acquired since that date were valued at book values. 

At Dec. 31, 1932, bonds and stocks held at Dec. 31, 1931, and 
not since depreciated were valued at the same prices as authorized 

^ Except as provided in the National Housing Act (2 George VI Chapter 
49). 
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in 1931. Those acquired during the year and not in default were 
valued at book value, and all others at market prices as defined 
by law. Practically the same rule, mutatis mutandis, was 
followed at Dec. 31, 1933. 

In the years 1934 to 1938 bonds and stocks were valued at the 
option of each comj)any at market values as prescribed by law 
or at values authorized by the Minister of Finance. The author¬ 
ized values in each year for .securities held at the previous year 
end, were those authorized at that date; and for those acquired 
during the year just elapsed, the purchase price or the book value, 
whichever was lower. This authorization was granted subject 
to the condition that any company adopting these values should 
apply an amount at least equal to the amount of the net book- 
value surplus earned during the year just elapsed to write down 
the book values or to create re.serves against them. It was also 
stipulated that no company taking advantage of the modified 
security values could increase dividends in the next ensuing year 
either to policyholders or to stockholders. 



CHAPTER XIII 


THE ANNUAL STATEMENT^ 

All states require life insurance companies to render an annual 
report in prescribed form. This is necessary for the information 
of the policyholders and to inform the state authorities as to the 
financial condition of the company. 

Formerly each state had its own form or hlankj and, where a 
company was licensed in a number of states, it was necessary 
to prepare a variety of financial statements to meet the require¬ 
ments of the different states. For many years the insurance 
commissioners of the various states have agreed to adopt a 
uniform report which is accepted by all states and is known as the 
convention blank. While the blank is uniform, the interpretation 
pUced on individual items therein is not necessarily the same 
in all states. Thus in the years when ‘‘convention values^' 
for non-amortizable securities were prescribed or permitted in 
most states, certain states required actual market values to be 
shown in the annual report. This resulted in differing amounts 
of admitted assets and surplus for the same company in different 
states although all were using the “uniform’^ convention blank. 

At the present time the Convention Blank comprises the 
following: 

(1) a financial statement, that is, a statement of income, dis¬ 
bursements, assets and liabilities; 

(2) an exhibit of life insurance issued, terminated, and in force; 

(3) a similar exhibit of annuities and supplementary contracts 
involving life contingencies; 

(4) a series of questions called “General Interrogatories^^; 

^ References throughout this chapter, unless otherwise stated, are to the 
1938 Convention Blank. See Appendices L and M. 
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(5) a condensed exhibit of insurance issued, terminated, and in 
force in the state to which the report is made; 

(6) a Gain and Loss Exhibit, being an analysis of the changes in 
surplus during the year; 

(7) an exhibit of changes in surplus according to classes of 
business; 

(8) a number of schedules giving detailed information in regard 
to a variety of matters such as assets, expenses, claims, 
dividends. 


FINANCIAL STATEMENT 

Income and disbursement entries in the financial statement are 
on a cash basis^ that is, the amounts of premiums, interest, claims, 
expenses, etc., shown in these pages represent amounts actually 
received or paid in cash or the equivalent of cash during the 
calendar year. 

The ledger assets which appear at the top of page 4 of the blank 
are likewise on a cash basis, that is, these ledger assets represent 
cash or the equivalent of cash actually in possession of the 
company. 

On this basis every it(nn entered in the income and disburse¬ 
ment pages represents an increase or a decr(‘ase in the ledger 
assets. Similarly, any change made in the total amount of the 
ledger assets although not resulting from an actual receipt or 
payment such, for example, as the writing down of the book 
value of an asset, requires an entry either in the income or the 
disbursement page in order to maintain the balance between 
ledger assets at the beginning and end of the year. 

The following relation therefore exists: Ledger Assets January 
\st plus Income less Disbursements equal Ledger Assets December 
Zlst^ all the items being on a cash basis. 

The true financial position of a life insurance company, or 
indeed of any company, cannot be shown by such a cash-basis 
statement. In addition to the ledger assets the company is 
entitled to take credit for various amounts which have not 
as yet been paid or which are not yet payable such as interest due 
or accrued. On the other hand, at the date of the financial 
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statement various claims and expenses have become payable, 
but for various reasons have not as yet been paid. These must 
be shown as liabilities. Moreover, the values placed upon the 
assets in the company’s ledger are not necessarily the true values 
or the values which will be ‘‘admitted” by the state insurance 
departments. 

In order to make a proper balance sheet showing the true 
position of the company it is therefore necessary to add to th(i 
ledger assets (cash basis) the non-ledger assets, such as accrued 
interest, and to add or deduct, as the case may be, the difference 
between the true or admitted value of the assets and the values 
thereof which appear on the company’s ledger. 

These considerations explain, in general, the entries on page 4 
of the financial statement, from which it will be seen that Ledger 
Assets plus Non-ledger Assets equal Gross Assets and that Gross 
Assets less Assets Not Admitted equal Adinitted Assets. 

The admitted assets are the true or effective assets of the com¬ 
pany as at the date of the statement and must be compared 
vdth the liabilities at the same date in order to determine the 
a^iount of the company’s surplus. 

The liabilities are shown on page 5 of the blank and include, in 
addition to the various policy and other reserves, all outstanding 
claims against the company. The balancing item is the com¬ 
pany’s surplus. Sometimes, instead of showing the balance as 
surplus it is entered under some such title as “Contingency 
Reserve” or “Mortality and Investment Fluctuation Fund.” 
Any amounts so described and which are not specific liabilities 
are, in fact, surplus. 

A balance sheet (i.e. a statement of assets and liabilities) is 
necessarily on a revenue basis as distinguished from a cash basis, 
since it is only on the revenue basis that the full facts are disclosed 
and the true financial position shown. 

It would be possible to prepare the whole of the statement, 
including the income and disbursements, on a revenue basis, 
and, in fact, that method has often been proposed. Stated 
simply, this would mean that the income page, instead of merely 
showing the actual receipts during the year for premiums, 
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interest, etc., would show the receipts applicable to the calendar 
year in question, whether actually received or to be received 
in that year or in the preceding or succeeding years. The same 
would be true of the disbursements page. If this were done 
non-ledger items would be entered on the ledger, and the book¬ 
keeping system would be on an accrual or revenue basis. The 
admitted assets and the liabilities would, of course, not be 
changed since the actual or admitted assets and the liabilities 
are independent of the particular system of bookkeeping or 
accounts which may be employed. 

Income.—The reason for the arrangement of the opening 
entries on page 2 of the blank consisting of the first three lines 
headed “Capital Stockis not clear. Although the amount of 
paid-up capital is entered as the first item it is not extended into 
the money column, and there seems to be no reason for inserting 
the capital stock at this point. The capital stock is a liability 
which appears on page 5. Moreover, it is not clear why any 
increase or decrease of (capital should not be entered simply as an 
income item or as a disbursement as is done in the case of assets 
taken over on the transfer of business from another company. 
Normally the* amount extend(Hl in this first section will be simply 
the amount of ledger assets at the end of the previous year. 

The main classes of income of a life insurance company are 

(1) premiums; 

(2) amounts left on deposit with the company by policyholders 
and beneficiaries under various contract rights (such items 
of income being offset by corresponding disbursement items 
as explained below); 

(3) interest or other investment income; 

(4) profits. 

To these must be added the technical “income’^ arising when 
the book values of any of the ledger assets are written up. 

Premiums will normally be the principal item of income. 
It is peculiar that in spite of the extensive subdivision of the 
premium section (some of which is of little apparent value) no 
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separate information is given in respect to premiums for group 
insurance or for industrial insurance. In practice, companies 
writing industrial business subdivide the income, disbursement, 
and liability pages so as to show items relating to ordinary 
business separately from industrial business. On the income 
page the distinction is applied, as a rule, only to premiums and 
supplementary contracts, while on the disbursement and liability 
pages a more complete subdivision of the various items is given. 
Usually all the assets of the company are liable for all its policies 
of every kind, and no division of the assets is made as between 
one class of business and another. Consequently, in order to 
maintain the balance of total assets in the annual statement 
income and disbursements for all classes of business must be 
shown. Thus where a company has an accident and health 
department, for which a separate statement is made on the 
casualty blank, the totals of income, disbursements and liabilities 
for the accident and health business are entered in the life blank 
in order to maintain a balance with total assets. Income and dis¬ 
bursements arising from group insurance are not shown sepa- 
^tely in the financial statement, but information on this point 
dan be obtained from the exhibit of changes in surplus by classes 
of business (page 10 of the statement). 

The amount of premiums paid in cash (or the equivalent, such 
as by loan) appears in lines 4 to 7. Any amount paid by applica¬ 
tion of current dividends is entered in a single total for all classes 
of business in line 7(a). It will be seen, therefore, that the 
amounts entered in lines 4 to 7 are not the total amounts of 
premiums received for the various classes of insurance and 
annuities. For example in order to get the total life insurance 
premiums it is necessary to add to line 4 the amount of life insur¬ 
ance premiums included in line 7(a), and in order that this latter 
information may be obtained the subdivision of line 7(a) is shown 
in the box at the foot of the page. This must be done for new 
and renewal premiums separately and the totals then added 
together. The reasons for such an awkward arrangement of the 
important item of premium income are not apparent. The whole 
premium section could be greatly simplified by 



THE ANNUAL STATEMENT 


309 


(1) eliminating the ^Hotal gross'’ and ^^reinsurance" premiums, 
showing only the net premium receipts; 

(2) eliminating lino 7(a), distributing that line among lines 4 to 7, 
and 

(3) showing the “total" premiums for each line, as well as the 
“first year" and “renewal" premiums. 

Current dividends allotted in the form of additional insurance 
will be entered in columns 1 and 5, line 7(a), i.e. as “new" or 
“first year" insurance premiums. Dividends applied under 
accelerative paid-up or endowment option provisions will be 
entered in columns 2 and 6, line 7(a) as renewal premiums. 
The offsetting disbursement items appear in lines 9(c) and (b) 
on page 3. 

The itc^m consideration for supplementary contracts involving 
life contingencies (line 9) although not included as premium 
income in the annual statement, is, in effect, prcimium income. 
The amount entered under this head is the total amount of death 
claims, matured endowments, surrender values, etc., which have 
been applied in the ])urchase of supplementary contracts provid¬ 
ing for life incomes of various kinds. These amounts, therefore, 
are, in effect, consideration for life annuities, and the reserves for 
sucdi supplementary contracts are, in fact, included with the 
regular annuity reserves. 

The next two items of income may be classed together, namely, 
consideration for supplementary contracts not involving life con¬ 
tingencies and dividends left with the company to accumulate at 
interest. The first of these items represents the proceeds of 
policy settlements upon which the company is pa 3 dng interest 
or which are being paid out in a definite number of instalments cer¬ 
tain under the terms of optional modes of settlement. Amounts 
held in this way, as well as dividends deposited at interest, repre¬ 
sent a separate class of transaction and create a liability which is 
independent of the regular insurance and annuity reserves. 
These transactions create, in effect, a “trust department." 
Payments from such accounts appear as separate items in the 
statement of disbursements, except that any excess-interest 
“dividends" will be included with other dividends. 
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There is another type of “deposit for which no provision is 
made in the income page, namely, premiums paid in advance of 
their due dates, under discount. These premiums are held as a 
deposit at interest to be applied in payment of the premiums as 
they fall due. It is evidently the intention that the total amounts 
so received, covering both current and future years^ premiums, 
should be entered as ^'premiums ** in the current yearns statement. 
The advance payments are, however, not premium income until 
earned, and are liable to be refunded (less discount) in the event 
of the prior death of the insured. It would seem, therefore, 
more correct to treat premiums paid in advance in the same 
way as other amounts deposited with the company at interest, 
i,e.y in the same way as supplementary contracts (not involving 
life contingencies) or dividends deposited. If this were done 
each premium, as it became due, would be transferred from the 
deposit account to the premium account and would appear as 
premium income in the year in which it was payable. 

Amounts received for interest or for other income on invest¬ 
ments are shown in lines 13 to 21. The amounts entered in 
l^ese lines are actual collections during the calendar year in cash 
ot its equivalent. The total of these lines, however, does not 
show the total cash investment income. It will be remembered, 
for example, that in the case of bonds bought above par, part 
of each coupon received is really a repayment of principal. The 
full coupon, however, is included in line 15. Consequently, 
the total of this section must be reduced by the total amount of 
amortization of premium which appears at the bottom of the 
disbursement page. In the same way, in the case of bonds 
bought below par the effective interest earnings of the year are 
not merely the coupons but the additional principal value 
obtained by the successive additions of accrual of discount A 
third necessary adjustment is, of course, the deduction of any 
interest paid by the company, which would be entered on page 3. 
The total as given in line 21, adjusted in the manner indicated, 
will show the cash basis investment income of the year. In 
order to obtain the earned investment income, that is, the income 
on a revenue or accrual basis applicable to the calendar year, 
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it will be necessary to adjust this cash income for interest due 
and accrued, as well as for interest paid in advance. The rate 
of interest earned by the company could not properly be obtained 
from the ^'cash basis” figure. For example, a large amount of 
arrears might be paid in a single calendar year. 

At the foot of the income page there are two groups of items 
showing respectively 

(1) profits from sale of assets; and 

(2) increase by adjustment in the hook value of ledger assets. 
Corresponding items appear at the foot of the disbursements 
page for losses and write-offs. 

Profits or losses on sale relate to the difference betw^een the sale 
price and the current ledger value and do not, therefore, neces¬ 
sarily represent the actual profit or loss as compared with the 
original cost. 

In the case of sale of a non-amortizable bond or a stock, the 
amount of profit or loss shown on pages 2 or 3 has no relation to 
the actual change in asset value. In the case of non-amortizable 
securities the difference between market and book values is 
added or deducted, as the case may be, on the asset page, and 
the actual book value has no significance. A simple example 
will bring out this point. 

Consider a non-amortizable security of which the book value 
at last December 31st was $1,000 and the market value $900. 
In the previous year’s annual statement $100 was deducted on 
page 4 as an asset not admitted” so that the admitted asset 
value was reduced to the market value. If this security is 
sold for $960, namely $40 less than the book value, there will 
be a ‘‘loss on sale ” on page3. The actual effect on the company’s 
surplus, however, would be an increase of assets amounting to 
$60 because, instead of having a bond with an admitted value 
of $900, (assuming the market value to remain the same) the 
company would have $960 in cash. It is evident, therefore, that 
the entries relating to profits and losses on sale, not only do not 
show the actual profits and losses on the basis of original cost, but 
in the case of non-amortizable securities they do not show the 
actual increase or loss in surplus during the current year. 
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An increase or decrease by adjustment, that is, by writing 
up or writing down, has the same effect as an actually realized 
profit or loss except in the case of non-amortizable securities. 
So far as the latter class of securities is concerned, it may be 
repeated that the book values have no significance whatever, 
since these must be adjusted to mark(»t values. Thus, in the 
case of the illustration mentioned above the bond in question 
would have been valued at $900 (market value) irrespective 
of what value appeared on the company\s books, this being 
effected by an entry either in non-ledger assets or assets not 
admitted. If, for example, the company had previously written 
off the particular bond in question to (say) $600 (requiring an 
entry of $400 at the foot of page 3) the reduced book value of 
$600 would, in arriving at the admitted assets, have been reston'd 
to the market value of $900 by an entry of $300 in non-ledger 
assets. It is evident that considerable care is net^essary, there¬ 
fore, in interpreting the entries relating to profits and loss(\s, 
either from sale or maturity of assets. 

Disbursements. —The disbursements detailed on page 3 of the 
statement may be classified as follows: 

^1) Contract Payments; 

(2) Payments from Deposit Accounts; 

(3) Expenses; 

(4) Losses. 

Contract Payments include death claims, matured endowments, 
disability and double indemnity payments, annuities, cash 
surrender values, and dividends. Where part of the proceeds 
of a death claim, matured endowment or surrender value is 
applied in repayment of a loan the full amount will appear as a 
disbursement, the corresponding reduction in assets being 
partly in ^^cash^’ and partly in policy loans.” Similarly, 
where the proceeds are left with the company under one of the 
optional settlement provisions, the full amount is shown as a 
disbursement and is offset by the income item “Consideration 
for Supplementary Contracts.” Premiums waived on account 
of disability are included with premiums paid in cash on the 
income page. 
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The amount of annuities paid'' entered in line 6 does not. 
include payments under supplementary contracts involving life 
contingencies. The latter payments are, in effect, ^'annuities,’' 
and the reserve held for such payments is part of the annuity 
res6?rve. However, if these payments were included with regular 
annuities they would also be included in the Total paid Policy¬ 
holders" (line 10). This would give rise to a duplication since 
the amount applied in the purchase of such contracts has already 
appeared in the “Total paid Policyholders" as a death claim or 
otherwise in the same or a previous year. 

Surrender values include the cash value allowed for dividend 
additions of prior years surrendered separately. The original 
cash value of such additions appeared as a dividend disbursement 
in the year in which they were allotted so that such payments 
should not again be shown as “dividends." 

Dividends entered in lines 9(a) to (e) (according to the dividend 
option elected) relate to the current year only. Dividends not 
actually drawn or used are either deposited at interest or applied 
to purchase additional insurance and appear also on page 2 
as do current dividends applied in payment of premiums. The 
total of line 9 therefore represents the entire dividend allotment 
of the year. 

Payments from Deposit Accounts include interest and instalment 
payments under supplementary contracts not involving life 
contingencies as well as payments of dividends previously 
deposited and interest thereon. Any “excess interest" paid 
in connection with any of these payments is included in line 9 
as “dividends." Payments under supplementary contracts 
involving life contingencies are, as already stated, of the same 
character as regular annuity payments. 

Expenses are shown in considerable detail. They may be 
classified under the following headings: (1) commissions; (2) 
salaries; (3) medical fees and inspection costs; (4) travelling; 
(5) rent; (6) legal expense; (7) operation of real estate; (8) taxes 
and miscellaneous. 

A division of total expenses into “insurance expenses" and 
“investment expenses" is given in the gain and loss exhibit. 



314 


LIFE INSURANCE 


Comparisons of “expense ratios” of different companies based 
on the relation of total expenses or total insurance expenses to 
premiums are misleading unless account is taken of the pro¬ 
portions of expense attributable to new and renewal business 
respectively. First-year expense is from five to ten times as 
great as renewal expense on the same volume of business so 
that a company writing a large volume of new business will 
show an apparently high expense ratio unless such an adjustment 
is made. 

Taxes are an important part of the total expenses, both 
insurance and investment. State taxes on premiums are the 
principal taxes included in insurance expenses while taxes on real 
estate make up a substantial part of the investment expenses. 

Losses^ other than miscellaneous items, relate to sale or 
maturity of assets and to the voluntary reduction of the book 
values of assets. The various points involved have already 
been discussed in connection mth corresponding income items. 

Assets. —The ledger assets in the first section on page 4 
represent cash or investments actually in possession at the date 
oLthe statement. The values shown on the ledger, i,e., the book 
values for such assets as real estate, bonds, and stocks are not 
necessarily the actual values which will be admitted by the state 
insurance authorities. Consequently, adjusting entries arc 
provided under non-ledger assets and assets not admitted^ in which 
are entered the difference between the book values and the 
true or admitted values. 

The non-ledger assets include (1) interest and rent due and 
accrued; (2) net uncollected and deferred premiums; (3) amounts 
due from reinsurance companies in connection with death claims, 
surrender values, etc., already paid in full; and (4) the adjusting 
entries in connection with the values of real estate and securities 
above referred to. 

Accrued interest on securities, mortgage loans, and other 
loans not in default is, of course, a good asset. Interest overdue 
is a good asset only to the extent that it is covered by the security 
behind the indebtedness. The only item of overdue interest 
calling for special attention is interest due on mortgage loans. 
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The intention evidently is that the full amount of overdue 
interest shall be inserted as a non-ledger asset, any part thereof for 
which the company does not wish to take credit being deducted 
as an asset not admitted. The amount to be so deducted may 
be regulated by law or by insurance-department ruling. If 
the loan is foreclosed the amount of the loan will be transferred 
to the real-estate account. All or part of the unpaid interest 
may then either be droppcid (in which case no entries will appear 
in the Annual Statement since such overdue interest is not a 
ledger asset) or capitalized and carried over into the real-estate 
account along with the principal. Overdue interest so capitalized 
would appear as income in the current year offsetting the can¬ 
cellation of the corresponding non-ledger asset. If the overdue 
interest is dropped the earned interest of the year (revenue 
basis) would be reduced by the amount dropped. The total 
amount carried over on foreclosure into the real-estate account 
should, of course, not exceed the market or appraised value of the 
property. If it does, the excess should be written off, being 
shown on the disbursement page as a ^‘decrease by adjustment”, 
i.e,j a loss. 

The net amount of uncollected and deferred premiums is not 
a true asset but rather an adjustment of the policy reserve 
liability appearing on page 5. The method of computing the 
reserve liability, for practical reasons, involves the assumptions 
(1) that premiums on all policies are paid annually and (2) that 
all premiums due on or prior to the date of the statement have 
been paid. The non-ledgeri asset “net deferred premiums” 
refers to the semi-annual or quarterly instalments of premiums 
for the current policy year not yet payable but assumed paid in 
computing the reserve. The “net uncollected premiums” are 
annual, semi-annual, or quarterly premiums payable during the 
last month or two months of the calendar year and not yet 
reported paid, the policies still standing on the company's books 
as in force. Because of the days of grace and for other practical 
reasons, a policy is not actually “lapsed” on the company\s 
books until about two months after the due date of the unpaid 
premium. This method of treating these reserve adjustments 
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{ix.j by showing them as an addition to assets instead of as a 
deduction from liabilities) overstates both the assets and liabili¬ 
ties. The amount is relatively substantial, and the mode of 
treatment is therefore likely to be misleading. 

So far as amortizable bonds are concerned (that is, bonds, 
other than perpetual bonds, which are fully secured and not in 
default as to principal or interest) the usual procedure is to 
adjust the book values to equal the amortized values. The 
form of the annual statement contemplates such an adjustment 
through accrual of discount or amortization of premium as 
shown on the income and disbursement pages. Consequently, 
no entry will normally appear among the non-ledger assets or, 
in the assets not admitted, in respect of such securities, the 
admitted values being the same as the book values, both being 
the amortized values. 

The fact that a particular bond is amortizable does not neces¬ 
sarily mean that the company will feel justified in valuing it 
on the amortized basis. If there seems some likelihood that 
default may occur or that the security may be impaired, con¬ 
servative management would require that some provision be 
made for that contingency. One method of doing so is to set 
up a special investment reserve to offset the diffenMice between 
the amortized value used in determining the assets and the 
presumably lower market value. 

Non-amortizable securities, that is, bonds other than those 
referred to above and all stocks, will normally appear on the 
ledger at cost or at some adjustment of cost obtained by arbi¬ 
trarily writing up or writing down the book value. All such 
securities must be valued for asset purposes at the current 
market price, so that unless the ledger or book value is adjusted 
annually to equal the current market value there will always be 
an adjusting entry either in non-ledger assets or in assets not 
admitted, according as the market values are greater or less 
than the book values. It is not usual to change the book values 
of such securities except under unusual circumstances. Market 
values show wide fluctuations in both directions, over a period 
of years, and nothing is gained by altering the book values 
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since the asset value will in any case be the market valine, irr(\spe(;- 
tive of what appears on the books. A few companies, however, 
appear to have adopted the practice of writing the book values 
up or down so as to equal the market values at December 31st, 
and where that is done no entry will be necessary in non-ledger 
assets or assets not admitted. In place of su(;h adjusting entries 
there will be an increase or decrease by adjustment on pages 2 
or 3. 

It might however be desirable to change the book values of 
non-amortizable securities if the market values had definitely 
fallen to a point considerably below^ the existing book values 
and appeared likely to remain at a low value indefinitely. Under 
such circumstances, if book values were not altered, the large 
adjusting entry which would appear year after year as an asset 
not admitted might be misunderstood as indicating that the 
company itself was overvaluing that portion of its assets so 
far as its books were conc^erned. It might, therefore, be better 
to write down the book values once and for all, thus (diminating 
or greatly reducing the amount of the asset not admitted for the 
future. It should be noted, however, that all such book (mtries 
in respect to non-amortizable securities have no bearing on 
the actual financial position of the company, that is, upon its 
admitted assets or surplus, since, whatever procedure is followed, 
the company can only take credit as an admitted asset for the 
current market value—no more and no less. 

The most important items in the assets not admitted have 
already been mentioned. They are the adjusting entries for 
the excess of book value over market value of real estate, bonds, 
and stocks, and the amount of overdue interest on mortgage 
loans for which credit is not taken as an admitted asset. The 
remainder of the items are unimportant. It will be understood, 
of course, that no deduction will be made for the various items 
indicated in this section of the blank unless the corresponding 
item has been included above, either as a ledger asset or as a 
non-ledger asset. 

Admitted Assets ,—The amount of the admitted assets, viz,, the 
ledger assets increased by the non-ledger assets and diminished 
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by the assets not admitted, represents the ‘‘true valueof the 
ooinpany^s assets, including the values of all items to be received 
and after deducting all worthless items (or items considered 
worthless for statement purposes) appearing on the books. 
The admitted assets are the assets which one must compare 
with the liabilities in order to determine the solvency of the 
c'ompany and the amount of its surplus. 

Liabilities.—The liabilities are necessarily stated on a “rev¬ 
enue’’ basis, that is, they include both matured and unmatured 
obligations. 

The liabilities appearing on page 5 of the Convention Blank 
may be classified into the following main categories: 

(1) the necessary reserve for life insurance and annuity contracts 
in force; 

(2) amounts deposited with the company at interest; 

(3) unpaid amounts due and payable to policyholders, bene¬ 
ficiaries, or other persons; 

(4) interest or rent paid in advance; 

amounts actually allotted as dividends payable in the suc- 
' ceeding year or in future years; 

(6) special reserves; 

(7) capital stock, 

t 

The difference between the total of the liabilities as above 
and the amount of the admitted assets is entered as a balancing 
item under the title Unassigned Funds (Surplus). 

The policy and annuity reserves make up by far the largest 
part of the total liabilities and in an established company may 
be as much as 80% or 90% of the whole amount. The amount 
of these reserves is the result of an actuarial calculation made 
each year in accordance with the mortality and interest bases 
adopted for premium rates or such higher basis as the company 
may have decided to set up. 

In entering the reserve the company is permitted to deduct 
the reserves on amounts reinsured in other “solvent” companies. 
The meaning of the word “solvent” may, in practice, be extended 
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so as to exclude “unlicensed” companies. If so, the reserves for 
policies reinsured in companies not operating in the home state 
are not deductible whether the reinsuring company is solvent or 
not. This, in effect, denies an asset which in most cases is 
perfectly good and which may be of substantial amount. 

Amounts deposited with the company at interest include 
amounts held under supplementary contracts not involving 
life contingencies, dividends deposited at interest, and premiums 
paid in advance less discount. The reserves for supplementary 
contracts involving life contingencies are included with the 
regular annuity reserve. 

Outstanding amounts due to policyholders or other persons 
include unpaid claims, surrender values, dividends and expenses. 
The largest part of this liability will be the amounts required for 
unpaid claims as shown in the “box” in the center of page 5. 
Claims due hut unpaid are admitted claims in process of pay¬ 
ment. Claims intimated but not yet approved for payment 
appear in the second column under the heading Incomplete 
Proofs, etc” Resisted claims are those for which the company 
denies liability in whole or in part. The amount resisted is 
shown in Schedule F. 

The liability for claims incurred but not yet reported is neces¬ 
sarily an estimate. This is an important and substantial item 
of liability since many claims, whether for life insurance, double 
indemnity, or disability benefits, are not notified to the (company 
until some time after the occurrence of the event insured against. 
For death claims, a good estimate is obtained from the experience 
of previous years by using the records of claims where death 
occurred in one calendar year and intimation was received in 
the following year. The amount arrived at in this way will be 
reduced by the estimated reserve held on such policies since the 
reserve for all policies in force is already included in the total 
reserve liability. 

Other liability items for payments due or accrued and unpaid 
cover supplementary contracts, surrender values, dividends, 
and expenses. Among the unpaid expenses an important item 
is the amount of taxes payable in the following calendar year in 
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respect of business in the current year, such as taxes on premiums 
and the federal income tax. 

Liability for dividends payable after the date of the statement 
exists only where action has been taken by the directors of the 
company and includes both the amount required for the regular 
annual dividends of the succeeding calendar year and for deferred 
dividend funds being accumulated to meet deferred dividends 
payable in future years. Prior to 1907 the latter item was not a 
legal liability and amounts held for dc'ferred dividends were 
sometimes included in the annual statement with surplus funds. 
Theoretically the annual dividends of the following calendar year 
depend on the surplus earnings of the current year and cannot, 
therefore, be determined until the close of that year. For prac¬ 
tical reasons, however, it is usually necessary to determine the 
new dividend scale in advance and to take action thereon before 
the close of the current year, thus creating a definite liability. 
The wording in the present blank indicates that this allotment 
and corresponding liability need not cover the whole of the follow¬ 
ing calendar year. Most companies show this liability for the full 
}^ar. Usually the dividend year^' is the same as the calendar 
yipar. In some cases, however, the dividend scale changes, not 
on January 1st, but at some later date. In that case it is likely 
that no action has been taken and therefore no liability created 
in respect of dividends payable in the latter part of the following 
calendar year. In such circumstances it is quite proper to show 
as a liability only the amount required for those dividends which 
have actually been allotted and which are payable in the first 
few months of the year. It is usual, however, either to set up a 
liability suflScient to cover a full yearns dividends or to show as a 
separate item a special reserve for dividends (on a scale to be 
determined later) payable after the date when the new scale 
will take effect. The whole question of liability for future 
dividends is complicated by the fact that, while the allotment 
in the annual statement covers a calendar year, the actual 
individual dividends cover policy years, which are partly in one 
calendar year and partly in another. To set up the dividends 
for the full twelve months really overstates the liability because 
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some of the surplus which will be distributed in the following 
calendar year, such as surplus from excess interest earnings, 
has not yet been earned. 

Special reserves are usually nothing more than earmarked 
])ortions of the surplus. These may appear in the statement 
under such headings as Investment Reservey Mortality Fluctuation 
Reserve, Contingency Reserve, Such reserves are not actual 
liabilities, and the fact that amounts are nominally s(?t aside 
for specific purposes as indicated in these titles does not usually 
mean that they could not be used, if necessary, for any other 
purpose. In some companies the special reserves form the 
balancing item between the assets and the liabilities, the amount 
of “surplus'^ being entered as nil. This practice occasionally 
gives rise to misunderstanding, and it would appear more 
desirable that all amounts which are actually surplus should 
appear under the same heading for all companies. 

The reserve to cover the non-deduction of deferred fractional 
premmms is properly a part of the regular policy reserve and 
should be included in that reserve instead of as a separate item. 
It is a reserve of a definitely calculated amount for a Sf)ecifi(^ 
insurance benefit and therefore a specific liability in the same 
way as any other part of the policy reserve. 

POLICY EXHIBIT 

The policy exhibit shows the number and amount of poli¬ 
cies in force at the end of the previous year, the increases and 
decreases during the year, and the numbers and amounts in force 
at the end of the statement year. Most of the entries in the 
exhibit require no explanation. The amount increased may arise 
from such transactions as a change from a higher premium 
to a lower premium plan for a larger amount of insurancci. 
The amount decreased arises largely from changes to reduced 
paid-up insurance. Termination by disability refers to old 
form contracts providing for payment of the sum insured in 
instalments on the occurrence of disability. 

A defect in the exhibit so far as it may be used for comparative 
purposes arises from the fact that there are no standard rules for 
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prepanng it. The same class of transactions may be handled 
differently in different companies. Thus, term insurance 
automatically converted to a permanent plan at the expiry of 
the term period may be entered as new insurance issued, and 
term insurance expired or the whole transaction may be shown 
as a transfer from one class of insurance to the other. Again, 
policies which lapse and are subsequently restored in the same 
calendar year may or may not be included in the terminations 
and in the insurance revived during year. There are also different 
possible ways of entering policies changed to extended term 
insurance under which a loan existed and which affect the 
amounts shown as surrendered or transferred. Uniform rules 
covering these and other points would be desirable. 

It should be particularly noted that the figures given as to the 
various classes of terminations during the year do not give any 
information as to the proportion of policies issued which ter¬ 
minate by death, surrender, lap^se, etc. Failure to understand 
this point has led uninformed critics to draw entirely erroneous 
conclusions as to the proportion of life insurance policies which 
t^minate before death or other normal maturity. The termina¬ 
tions shown in the policy exhibit are only those for a single year. 
The proportion of terminations by death in a single year is no 
indication of the proportion of policies issued which terminate 
by death. In a young company, for example, the majority of 
the terminations will be from lapse or surrender and only a 
relatively small number by death, and in any company the 
proportion of terminations from different causes will be greatly 
affected by the amounts of new business issued in recent years. 

In 1936 an exhibit of annuities and supplementary contracts 
involving life contingencies was added to the convention 
blank. This exhibit gives, in general, information of a character 
similar to that contained in the policy exhibit for life insurance 
policies. 

THE SCHEDULES 

The information contained in the schedules is summarisBed 
below. The most important schedules are those which furnish 
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detailed information regarding the company's principal invest¬ 
ments, namely, schedules A, B, and D. Much of the information 
given in the other schedules is not of much interest or impor¬ 
tance. The information furnished in most of the schedules, if 
presented in considerably condensed or summarized form instead 
of in lengthy lists of individual items or transactions, would meet 
all n^asonable requirements and would eliminate a great deal of 
trouble and expense. 

Schedule A. —Schedule A relates to real estate. It is divided 
into two parts, the first of which gives particulars of real estate 
owned, and the second, real estate sold, during the year. Real 
estate owned is divided into that acquired in the current year 
and that acquired prior to the current year. Information is 
given covering description, cost, value, income and expenses. 
A summary of the value of real estate owned is given by states, 
this summary being also divided into farm property and other 
property. The second part of Schedule A gives similar informa¬ 
tion in regard to property sold, together with the profit or loss 
on sale. Large items (over $25,000) are listed individually— 
others in summary form. 

Schedule B. —Schedule B relates to mortgage loans and is 
divided into three parts. The first part, which is the main 
portion of the schedule, lists mortgage loans (a) outstanding, (b) 
made during the year, and (c) paid off during the year. Large 
loans are shown individually and others are summarized. Loans 
are classified as farm or other, and are listed by states. Informa¬ 
tion is given as to the amount outstanding January 1st, additional 
amount loaned, amounts paid off, and amount outstanding 
December 31st. No details are given in this part of Schedule B 
as to the amount of interest paid or the rate of interest payable. 

The second part of the schedule gives information in regard to 
new loans of certain classes: farm loans where the loan exceeds 
60% of the value of the land (or 25% of non-arable land); also 
loans other than farm loans where the amount is $25,000 or 
more or where the loan exceeds 60% of the value of the land and 
buildings. The information furnished in this section includes the 
rate of interest and the value of the land and buildings. 



324 


LIFE INSURANCE 


The third part of the schedule deals in various subdivisions, 
with loans delinquent or in process of foreclosure, each class 
being divided into farm loans and other loans. 

This schedule concludes with a series of interrogatories includ¬ 
ing, inter alia, the average rate of interest on loans made during 
the year, the maximum percentage of any one loan to the valuer of 
security for it, and the number and amount of loans with interest 
overdue more than one year. 

Schedule C. —Information as to collateral loans in force, made 
or repaid. These form an insignificant part of the assets in all 
(^ases. 

Schedule D. —Schedule D relates to bonds and stocks and is 
divided into four parts: (1) bonds owned; (2) stocks owned; 
(3) bonds and stocks acquired; (4) bonds and stocks disposed of. 
Parts (1) and (2) show in great detail (i) the description of each 
security; (ii) its value on various bases: cost, book, market, 
par, and amortized (where applicable); (iii) the amount of income 
received; in the case of bonds, income due and accmod and the 
rate at which purchased, and in the case of stocks, the rate of 
income during the last three years. 

Following Part (2) there is a summary of the book, par, market, 
and amortized values and original cost of all bonds and stocks 
owned. Bonds are classified under the headings (i) Govern¬ 
ment; (ii) States, etc.; (iii) Other Political Subdivisions; (iv) 
Railroad; (v) Public Utility; and (vi) Industrial and mis¬ 
cellaneous. Stocks are classified as (i) Railroad; (ii) Public 
Utility; (iii) Banks, Trust and Insurance Companies; and (iv) 
Industrial and miscellaneous. Each of the foregoing groups is 
further subdivided into (a) United States; (b) Canada; (c) Other 
countries. 

Part (3) which deals with bonds and stocks acquired during 
the year shows the description, name of vendor, cost and par 
value of the securities purchased. Part (4) gives similar informa¬ 
tion in regard to securities sold, including the profit or loss 
on sale. 

Schedule E. —Amount of each bank balance carried as of the 
date of the statement as well as the largest balance in each bank 
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for each month of the year; the rate of interest receivable, if 
any, and the amount of interest received. A summary shows the 
total deposits bearing interest and the amount not bearing 
interest. 

Schedule F. —Claims for death losses or other policy claims 
resisted or compromised, showing the amount claimed, the 
amount paid, if any, the reason for resisting or compromising; and 
the name and address of the person insured. 

Schedule G. —Salaries, compensation, etc., paid to all officers 
and also to other persons if the amount of such payment exceeded 
$5,000. 

Schedule I. —Commissions paid on loans or on purchase or 
sale of property, including the name and address of the payee, 
the amount involved in the transaction, and the amount of com¬ 
mission paid. 

Schedule J.—Legal expenses in connection with the investiga¬ 
tion and settlement of policy claims or other general matters, 
comprising the name and address of the payee, the amount paid, 
and the reason for the expense. 

Schedule K. —Similar particulars of legal expenses in connec¬ 
tion with legislative matters. 

Schedule L. —Proceedings at the election of directors, includ¬ 
ing the names of the candidates, the number of votes cast for 
each, and the report of the inspectors of election. 

Schedule M. —Specimen rates of annual dividends paid during 
the year of the statement for all plans of insurance and all years 
of issue, together with a precise statement of the method by 
which such dividends were calculated. 

Schedule Q.—See below. 

Schedule R.—Summary and reserve calculation in respect of 
all policies reinsured in other companies. 

Schedule S. —Amounts recoverable for reinsurance in respect 
of policy claims with the name and location of the reinsuring 
companies. 

Schedule T.—Exhibit of premiums collected by states and 
territories, showing insurance and annuity premiums separately. 
Dividends applied to purchase paid-up additions or to shorten 
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premium-paying or endowment period and premiums waived 
on account of disability are not included in the state totals 
but are added to the final totals. This is a new schedule (1937) 
the object of which is to furnish information in connection with 
state taxes on premiums. 

Schedule X. —Particulars of any property not included as an 
asset in the financial statement. 

Schedule Y. —Particulars of any property purchased or sold 
and not included in other schedules (except furniture, supplies, 
etc.). 

Some of the schedules merely give the full details of correspond¬ 
ing items in the accounts. Others are required because of the 
general policy of publicity which is part of the system of super¬ 
vision by the states. The schedules originated out of the findings 
of the Armstrong Committee (insurance investigation in New 
York in 1905). For example, Schedule E, giving details of bank 
balances was proposed because of the practice of a few companies 
of maintaining unduly large and inactive accounts in banks in 
which they held stock. In many matters no actual restrictions 
oi^^imitations are set, but reliance is placed on publicity to prevent 
improper practices. 

The general principle of giving full publicity to all the trans¬ 
actions of the companies is to be commended. It is much better 
to allow the companies freedom of action and to rely on publicity 
and the supervision of the insurance departments than to impose 
unnecessary restrictions on the detailed operation of the business. 
Under the insurance laws the departments have considerable 
power and are able to put a stop to anything objectionable. By 
their periodical examinations of the affairs of the companies they 
are kept fully informed of all details. 

Limitation of Expenses. —Two states, New York and Wiscon¬ 
sin, have laws limiting the amount which may be spent on 
expenses. The New York insurance law requires a schedule 
(Schedule Q) showing certain details of expenses in connection 
with new business and also (in the case of companies doing a 
participating business) with respect to the business of the com¬ 
pany as a whole, in order to show that the law is being complied 
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with. Schedule Q is not a part of the convention blank but is a 
New York State blank. 

The limitation of new business expense, and of total expense, 
by law was one of the results of the Armstrong investigation of 
1905 and arose out of the extravagance prevalent prior to that 
time—chiefly in rates of initial commission. The law, as origi¬ 
nally passed in 1906, and as it remained until 1929, provided that 
the expenses chargeable to new business should not exceed the 
sum of (1) premium loadings (on the basis of the American Exper¬ 
ience Table and 33^^ per cent interest), (2) assumed mortality 
gains by Select and Ultimate method,^ and (3) the excess of 
gross premiums paid over net cost of insurance in respect of new 
insurance terminated in the first year. Total insurance expenses 
were limited to total actual loadings plus assumed mortality 
gains included in the first-year ^‘margins.^^ The limit on total 
expenses applied only to participating business. Because of the 
large excess of renewal loading in participating premiums over 
the amount necessary for expenses, the limitation on total 
expense was purely nominal in practically every case, and the 
only significant part of the law was that relating to new 
business. 

Principally because of changing mortality experience, the tend¬ 
ency to reduce gross premiums and the inelasticity of the rule 
in its application to different types of policies, the whole situation 
was reviewed by a committee appointed by the Superintendent 
of Insurance, and an entirely new law was enacted in 1929. The 
main objects of the changes made were: 

1. To control expenses properly classed as commission. 

2. To facilitate change in gross premium rates. 

3. To reduce the allowance on term insurance. (Under the 
previous law the allowance—^loadings and assumed mortality 
gains—was usually much more than necessary.) 

4. To create a better classification of first-year expense. 

6. To reduce the limit for total expenses. 

6. To facilitate organization of new companies on the mutual 
basis. 

1 See p. 159. 
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Under the law as amended, first-year expenses, consisting of (1) 
commissions, (2) advances to ‘agents, (3) certain home office 
salaries, and (4) 60 per cent of the cost of advertising, must not 
exceed the sum of (a) a percentage of new annual insurance 
premiums (t.e., excluding single premiums), the percentage 
depending on the distribution of new business by plan of insurance 
and normally approximating 50 per cent where there is not a 
large proportion of low-priced insurance issued; (5) 6 per cent of 
new single premiums—insurance and annuity; (c) 35 per cent 
of new annual premiums for annuities; (d) $1 per thousand of 
new insurance established; and (e) an additional $1 per thousand 
of such insurance still in force at Dec. 31.^ Companies with 
less than half a billion dollars of insurance in force are allowed a 
larger first-year expense limit on a graduated scale. First-year 
expenses are further limited by the rule that items (1) and (2) of 
the expenses (see above) must not exceed items (a) to (c) of the 
allowance plus half of items (d) and (c). There are further 
modifications which as a rule have only a slight, if any, effect on 
the limits and which it is unnecessary to discuss here. 

^otal expenses, which for this purpose exclude taxes and 
investment expenses, must not exceed the sum of (1) the limit 
for first-year expenses, (2) 6 per cent of renewal premiums, (3) S2 
per thousand of new insurance in force at Dec. 31, and (4) 
$2.50 per thousand of total insurance in force at Dec. 31. 

In general the purpose of the law is to limit expenses to a 
reasonable percentage of premiums plus an overhead allowance 
based on insurance issued and in force. This is very much 
better than the original law, which was not at all adapted to 
changing or unusual conditions and which did not work out well 
when applied to companies charging widely differing rates of 
premiums. 

Under the Wisconsin law the total of (1) commissions, (2) 
advances to agents, (3) expense of medical examination and 
inspection, and (4) the due proportion of other expense chargeable 
to new business must not, in general, exceed the sum of (a) the 

^ The percentage of single premiums was subsequently reduced from 6 to 
4 per cent. 
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loading, (6) the excess, if any, of the first year’s premium over the 
largest subsequent premium, and (c) the excess of the net pre¬ 
mium for a 20-payment life policy over the net premium for 
1-year term insurance. With reference to (a), the Wisconsin 
law contains a rule limiting the amount of loading in the gross 
premium. Item (6) would usually be nil. 

THE GAIN AND LOSS EXHIBIT 

At the time this is written (March, 1939) it appears possible 
that the form of gain and loss exhibit which has been in use 
for many years will be discontinued and a new form adopted. 
The ^‘old form” will naturally continue to be of some interest 
for many years to come even if a change should be made, and in 
order to appreciate the reasons for making the change it will 
be necessary to discuss it. 

No part of the convention blank is more subject to misunder¬ 
standing or has been the basis of more misrepresentation on the 
part of ignorant or hostile critics of the life insurance business 
than the gain and loss exhibit. The information which the 
exhibit contains, while necessary and valuable to the company 
itself, and also to the examining authorities of insurance depart¬ 
ments, is much too technical to be understood or to be of any 
real value to policyholders or the public generally. In fact, 
some parts of it are very likely to be misunderstood by those 
not fully informed, partly because of the language used, and 
partly because of the technical character of some of the entries. 
The elimination of the gain and loss exhibit from the convention 
blank has often been suggested, but such suggestions have 
always met with opposition from various quarters, and a practical 
difficulty has existed in the fact that such an exhibit is specifically 
required by the laws of some states. 

The gain and loss exhibit is simply an analysis of the change 
in surplus during the year. It shows the surplus which existed 
at the beginning of the year (the excess of admitted assets 
over liabilities), the sources and amounts of additional surplus 
earned during the year, the amounts of surplus disposed of 
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by distribution to policyholders or stockholders, the sources and 
amounts of losses in surplus, and the amount at the end of the 
year. These increases or decreases in surplus are not, as will 
be seen later, in all cases the same thing as actual profits or losses. 
The title of the exhibit, however, and the use of the words “gain 
and “loss” instead of “increase” and “decrease” has been 
responsible, very largely, for the many misconceptions and 
misstatements which have been based on this part of the conven¬ 
tion blank. In studying the exhibit it is most important to 
remember that the words “gain” and *'loss” wherever used 
mean “increase” or “decrease” in surplus rather than profit or 
loss. 

For example, dividends paid during the year decrease the 
surplus and appear in the exhibit as a “loss.” Again, the full 
amount of the reserves released on policies lapsed before acquiring 
a cash surrender value appears as a “gain” in surplus. A 
considerable part of such reserves was (as explained in Chapter 
VII) obtained by drawing on surplus in the year of issue so that 
the “gain” is purely technical, representing, largely, amounts 
repaid into the surplus account which had previously be(m taken 
frdm that account. 

Increases or decreases in surplus may arise, in general, in three 
ways: (1) in connection with routine insurance and annuity opera¬ 
tions, because of the difference between the actual conditions 
experienced and those assumed in calculating premiums and 
reserves; (2) as a result of capital gains or losses in connection 
with the company's investments; (3) as a result of transactions 
of a miscellaneous or exceptional character, such as the voluntary 
establishment of special reserve funds, increases in the basis of 
reserves held, or changes in the amounts of assets not admitted. 

The present form of the exhibit (to which reference is made 
unless otherwise indicated) is divided into three sections corre¬ 
sponding to the three main divisions just mentioned, under 
the headings Insurance, Investments, and Miscellaneous. How¬ 
ever, under the insurance section there are included miscellaneous 
profits and losses, changes in special funds, and dividends paid 
to stockholders, all of which might be more consistently classified 
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as miscellaneous gains and losses. Moreover part of the gains 
or losses from disability and double-indemnity benefits appear 
as miscellaneous gains and losses instead of under ‘insurance.” 

Insurance Gains and Losses. —Premium rates, whether for 
life insurance, annuities, or “special benefits^' disability 

and double indemnity), are based on certain assumptions as 
to rates of interest, mortality, and expense (disability taking 
the place of mortality in the case of disability benefits). The 
absence of any recognition in premium rates of the possibility 
of termination by lapse or surrender implies the further assump¬ 
tion that there will be no such terminations. If the rates of 
interest, mortality, and expense experienced should be precisely 
the same as those assumed, and if surrender values allowed in 
the case of miscellaneous terminations were in all cases the full 
amount of the reserve held, no surplus would be created. The 
fact is that the rate of interest earned is generally more and the 
rates of mortality and expense generally less than have been 
assumed, while the surrender values paid, if any, arc not always 
the full amount of the reserve. Consequently, under normal con¬ 
ditions considerable amounts of surplus will arise during the year— 
at least in the case of a mutual company charging premiums 
greater than are actually necessary. 

The first part of the insurance section of the exhibit relates 
to expenses and shows the excess of loadings over expenses. In 
a mutual company the loadings are normally considerably 
greater than the expenses. The amount of expenses in relation 
to loading is, however, greatly affected by the proportion of new 
insurance established so that expense comparisons based on the 
gain and loss exhibit may be entirely misleading. In the case 
of a stock company, issuing principally or exclusively non¬ 
participating policies, the loadings which appear in the gain and 
loss exhibit may be, and usually are, less than the expenses. 
This is because the loadings in the exhibit are based on the 
valuation net premium, that is, the net premium according to 
the table used for reserve calculations, whereas the gross pre¬ 
miums are actually based on a table reflecting the probable 
experience. Some mutual companies charge relatively high 
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gross premiums and pay relatively high dividends, while others 
have lower scales of gross premiums and, consequently, lower 
dividends. A mutual company of the latter class may show 
little or no gain or even a loss from loading, relying, to a greater 
extent, on gains from interest and mortality for the aggregate 
sufficiency of its premiums. The amount of gain or loss from 
loading as shown in the gain and loss exhibit may be, therefore, 
of little significance. In the case of a mutual company charging 
high premiums such gain is largely an intentional overcharges 
which will be refunded in the shape of dividends, while in the 
case of a stock company the amount shown has no relation to the 
true loadings. 

The loadings and expenses for all classes of business are 
included in this section, so that the gains or losses from annuities 
and special benefits which appear elsewhere in the exhibit do 
not include the gain or loss arising from the difference between 
loadings and expenses. The same is true in regard to interest 
profit and gain or loss from surrender or lapse. 

The second part of the insurance exhibit relates to interest and 
shgws: (1) gross interest earnings; (2) investment expenses; (3) 
net interest earnings; (4) interest required at the rates assumed; 
and (5) gain or loss. The interest on special benefit reserves is 
deducted both from the net earnings and from the interest 
required. If both amounts are on the same basis the net gain 
or loss will therefore not be affected by this operation. It is 
not perfectly clear what the words '^net interest'^ mean in this 
connection, but they are usually taken to mean the interest 
required” so that the gain or loss from interest includes excess 
interest on reserves for special benefits. 

An important element in determining the gain or loss from 
interest is the basis used for computing investment expenses. 
There is no uniform or standard rule for determining investment 
expenses. In addition to specific items of investment expense 
the company may include, as general investment expense, a 
small percentage of the assets, not exceeding one-fourth of one 
percent. A slight variation in this percentage can make a con¬ 
siderable difference in the amount of investment expenses and 
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consequently in the amount of gain or loss from interest and in 
the net rate of interest earned. 

The third part of the insurance section of the exhibit relates 
to the gain or loss from favorable or unfavorable mortality 
experience—life insurance only—as compared with the table 
used. This section shows: (1) the aggregate ^^cost of insurance^’ 
for the year according to the mortality table upon which the 
reserves are based that is, the ^'expected mortality(2) the 
actual ^^cost of insurance,’’ that is, the amount of death claims 
incurred less the reserves held thereon, or the ‘^actual mortality”; 
and (3) the ratio of the actual to the expected mortality. 

This part of the exhibit is particularly susceptible to miscon- 
striiction. It is often alleged that because the expected mortality 
is invariably much greater than the actual mortality the com¬ 
panies are overcharging their policyholders. That is not the 
(^ase. The difference between expected and actual mortality 
in the case of mutual companies forms an important part of the 
amount paid out in dividends, by which the actual cost is adjusted 
to the experience while, in the case of a stock (company, the 
t(Kdinical gain from mortality is offset by the equally techni(;al 
loss from loading, as exi)lained above. Again, the ratio of 
actual to expected mortality is frequently used as a measure 
of comparison between different companies. This aggregate 
ratio has little significance for such a purpose. The ratio is 
greatly affected by the relative proportions of recently selected 
business and old business and also the proportions of young and 
old lives. The lowest ratios of any of the companies are those of 
very small companies which have been in existence only a few 
years, whose insurance in force is practically all vdthin a few years 
of medical examination, and most of w^hose policyholders arf^ 
young. 

The next part of the insurance section consists of a single line 
showing the net gain or loss from mortality experience on 
annuities, without any explanation of how the amount is obtained. 
The amount shown in this line is the difference between the 
expected” release of reserves through death of annuitants and 
the ‘^actual” amount of such release. Because of the tendency 
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of mortality among annuitants to improve there is more often 
than not, a loss rather than a gain, a result which has often 
given rise to the impression that annuity business has generally 
been conducted at a loss. Such a conclusion cannot properly be 
drawn merely from the information given in the gain and loss 
exhibit. Gains or losses from loadings and interest under 
annuity business are included with other classes of business in the 
previous sections of the exhibit, and the amounts of such gains or 
losses are not identified or segregated, so that it is impossible to 
tell from the exhibit whether the annuity business as a whole has 
caused an increase or a decrease in surplus. Information on that 
point is, however, furnished, in the analysis of surplus by classes 
of business.^ 

Gain in surplus because of surrenders, lapses, and policy 
changes arises from the fact that the company does not allow 
the full reserve in all cases as a cash or other surrender value 
and because some policies lapse prior to acquiring a surrender 
value. This part of the gain and loss exhibit is most frequently 
made the basis for criticism since it apparently shows that the 
co|npanies make substantial profits’^ from lapses and surrenders. 
The actual profit or loss to the company on a terminated policy 
is the difference between the net accumulation of receipts and 
payments under the particular policy in question after making 
allowance for the cost of insurance while the policy was in force. 
In other words, the true profit or loss can only be determined by 
comparing the amount of the surrender value with the “asset 
share^^ (that is the policy's contribution to the actual accumulated 
fund) rather than with the reserve. The reserve, as already 
explained, is, in the first place, obtained in large part from surplus, 
since on most policies the actual balance of premium receipts 
over expenses in the first year or two is insufficient to pay the 
cost of insurance and provide the reserve. When a policy 
terminates, the full reserve is released, and the surplus of the 
company is increased by the amount released less the amount 
allowed to the policyholder, but that amount is not the profit 
or loss on the transaction as a whole. It is, in fact, true that in 

^ See page 337. 
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many cases the surrender value paid in the early years, although 
less than the reserve and although resulting, at the time of sur¬ 
render, in a gain in surplus, represents an actual loss to the 
company. 

Investment Gains and Losses. —Sources of investment gains 
and losses are divided into (1) real estate and (2) stocks and 
bonds. In each case increases or decreases in surplus can arise 
because of (1) profit or loss from sale, (2) increase or decrease by 
adjustment in book values, i.e. ‘^writing up'^ or ^'writing down,’^ 
and (3) changes in the market values of assets, the admitted 
values of which are on a market value basis. 

The effect on the company's surplus of adjustments and 
changes in asset values has already been discussed, but it may 
be repeated here that changes in the book values of non-amortiza- 
ble securities have no effect on their admitted-asset values, 
which are in all cases the market values, irrespective of the 
amounts entered on the company's books. Such changes 
likewise, therefore, have no effect on surplus. Apart from actual 
profits and losses on sale, the important elements in gain or 
loss from investments will be (1) amounts written up or written 
down on real estate account and (2) changes in the difference 
lK>tween book values and market values of non-amortizablc 
securities. 

The item gain or loss from assets not admitted appears (incor¬ 
rectly) under the heading Investments." This is not an invest¬ 
ment but a miscellaneous item. If the amount of assets not 
admitted is reduced the surplus is correspondingly increased, 
and vice versa. 

Miscellaneous Gains and Losses. —Gains or losses in surplus 
from disability and double-indemnity business, which are really 
insurance" items, are classed as miscellaneous. The amounts 
of such gains or losses are arrived at, in general, by the process 
indicated below: 

To Reserves January 1st 

Add Net Premiums and 

Interest Required 
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Deduct Benefits Paid, i.e. premiums waived, and ineome pay¬ 
ments (or double indcmiiiity claims) 

Balance = Fund on Hand December 31st 
Deduct Reserves December 31st 
Balance = Gain or Loss. 

As already noted, the amount of gain or loss in surplus 
entered under this head and arrived at by the method indicated 
does not include gain or loss from expenses, excess interest 
earnings, or terminations. The amount shown is the gain or 
loss from the difference between the rates of disability or acci¬ 
dental death assumed and those experienced. If additional 
reserves are set up in connection with either of these benefits, 
as is sometimes done, these reserves may be included in the 
above calculation or the extra reserve may be shown as a separate 
miscellaneous loss under some such title as ^^Loss from Increase 
in Reserve Basis. 

Dividends paid decrease the surplus, and any change in the 
liability items for dividends payable in the ensuing or future 
yi»rs will likewise increase or decrease the surplus, as the case 
may be. 

Changes in special funds or special reserves during the year, or 
the amounts of new funds or reserves set up appear in the 
insurance section, as do miscellaneous profits and losses. 

The exhibit closes with a statement of the amount of surplus 
January 1st and December 31st, the difference between these 
items being accounted for by the net balance of all the other 
entries. This arrangement renders the exhibit somewhat 
less clear to the ordinary reader than it might be. A more 
logical arrangement would be to commence the exhibit with 
the amount of surplus January 1st, following this by the items 
of increase and decrease leading up to the amount of surplus 
at December 31st. The amount of technical detail is also a 
disadvantage from the same point of view. A simpler statement 
giving merely the amounts of gains or losses and the sources 
from which they arose, without any explanation of the procedure 
in obtaining them would be much easier for the non-technical 
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reader to understand. A further defect in the form is that it 
does not show the gains or losses in surplus on different classes 
of business (life insurance, annuity, and so forth) as a whole. 

Exhibit of Changes in Surplus by Classes of Business. —The 
exhibit of changes in surplus by classes of business, which sinc(^ 
1925 has formed part of the gain and loss exhibit, was originally 
suggested by a committee of actuaries as a substitute for the 
gain and loss exhibit. This committee pointed out many of 
the defects in the exhibit, some of which have been mentioned 
above, and recommended a form which would show the total 
change in surplus in each branch of the business, expressing the 
opinion that the form which they proposed would give more 
real information both to insurance departments and the public 
than could be obtained from the existing exhibit. The National 
Convention adopted the new form suggested, but as an addition 
to the existing exhibit rather than a substitute for it. This 
additional exhibit is really an analysis according to class of 
bUvsiness, of the information contained in the first four pages of 
the financial statement—income, disbursements, assets and 
liabilities. Such an analysis cannot be made accurately unless 
there is a complete separation of assets as well as a separation 
of accounts as between the different types of business. No 
company makes such a separation of assets, while any separation 
of accounts for such items as expenses is necessarily of an approxi¬ 
mate character. It is quite possible, however, to make an 
allocation of all the items of income and disbursements which 
will show the distribution of the net change in total surplus 
among the different classes of business with reasonable accuracy. 

The changes in surplus shown as arising from annuities, 
disability benefits and double indemnity will not correspond 
with the ^‘gains'' or “losses'' appearing in the gain and loss 
exhibit for the reasons which have already been explained, 
namely, that in the gain and loss exhibit proper the entries 
appearing in connection with these classes of business refer only 
to mortality or disability experience and do not take account of 
expenses or interest profits nor allot any share of investment or 
miscellaneous profits or losses. The exhibit of changes in 
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surplus by class of business has definite significance and value 
and is not liable to be misunderstood or misinterpreted. In 
particular, it provides a good check on sufiiciency of premiums 
and on the preservation of equity as between the different 
classes of insurance. 

Proposed New Form of Gain and Loss Exhibit. —As indicated 
above, the present gain and loss exhibit, including the exhibit 
of changes in surplus, etc., may be discontinued after 1938. 
The proposed new form has already received the endorsement 
of the American Life Convention and of the Association of Life 
Insurance Presidents (representing the companies). Action 
by the Blanks Committee of the National Association of Insur¬ 
ance Commissioners is pending. 

Two alternative forms have been proposed which are at present 
identified as “Form A'^ and “Form Both forms provide 
in virtually identical form for an “exhibit of profits and losses 
for the year according to lines of business.Form A provides, 
in addition, for an “actuarial analysis of increase in reserves 
involving life contingencies.” 

^This exhibit of profits and losses by lines of business would give 
in' general the same information as the present exhibit of changes 
in surplus (page 10 of the 1938 blank) but in a slightly different 
and simpler form, since it is on a revenue rather than a cash basis. 
In the new blank interest income is shown instead of investment 
income, investment gains and losses, together with other mis¬ 
cellaneous profits and losses, being shown separately as capital 
gains or losses. The gain or loss from assets not admitted and 
from the change in the difference between book and market values 
of non-amortizable securities would also be included in capital 
gains and losses instead of being shown as changes in non-ledger 
assets and assets not admitted as they are at present. This 
arrangement eliminates the items of non-ledger assets and 
assets not admitted. 

The distribution of the totals between the different columns 
(classes of business) would be made on the same general principles 
as are used in preparing the present page 10, that is, some of the 
figures would, in the absence of a separation of assets and 
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accounts for each class of business, necessarily be estimates or 
approximations. 

The companies favor Form B which does not include the 

actuarial analysis.” This analysis is simply an arithmetical 
statement showing the connection between the life insurance, 
annuity, and other reserves at January 1st and at December 31st, 
that is, showing the addition of net premiums and interest 
required, and the deduction of “cost of insurance” and reserves 
released by death or otherwise. Such an analysis in the form 
given is of no value as a check on reserves (since the cost of 
insuraiK^e is made a balancing item) but it would enable com¬ 
putations to be made of the various profits and losses as they are 
given in the present form of exhibit, whereas such calculations 
could not be made from Form B. The main objection, however, 
from the companies^ standpoint, to including such an actuarial 
analysis, is that by doing so the principal benefit of revising the 
exhibit would be defeated since information of a technical 
character would undoubtedly be obtained by persons not qualified 
to interpret it and would furnish the means of making the same 
kinds of misrepresentations as are at present prevalent. Most 
of the companies feel that while the information in this actuarial 
analysis is of value within the company and would undoubtedly 
be prepared by all companies for their own use, it is not suitable, 
because of its highly technical character and its liability to 
misuse, for general publication. 

As indicated above, an exhibit of changes in surplus divided 
according to the main classes of business transacted, such as is 
furnished by either Form A or Form B, is significant and valuable. 

CANADA 

Annual Statement. —The form of annual statement required 
from Canadian companies by the Dominion Insurance Depart¬ 
ment is very similar in content to the United States convention 
blank, as regards both accounts and schedules. The Canadian 
statement does not include any Gain and Loss Exhibit or exhibit 
of changes in surplus according to classes of business. It includes, 
however, the following, which are not in the convention blank: 
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1. Exhibit of insurance in force with disability benefits. 

2. A ‘^miscellaneous statement'' which calls for full information 
regarding the methods used in calculating the reserve and in the 
distribution of surplus, as well as certain other information. 

3. A schedule showing the separation of accounts as between 
participating and non-participating business. 

The following minor differences in the form of accounts may 
be noted: 

Assets .—A separate statement of the amount of loans on which 
interest has been overdue for 1 year or more is required. Instead 
of net deferred and uncollected premiums, the statement shows 
the gross premiums less “commissions and estimated loss in 
collection." 

Liabilities .—The net reserve for all policies and annuities is 
shown in a single item, full details being given in a separate 
“Statement of Actuarial Liabilities," which is classified according 
to participating and non-participating business and within each 
class according to plan of insurance. The reserve held for income 
payments to disabled policyholders is included in the annuity 
reserve. 

Iwome .—Premiums are classified as first-year, renewal, or 
single and are given separately for assurance, annuities, and 
“sinking-fund and capital redemption policies."^ Interest is 
shown net {i.e., deducting interest paid), and rents are shown 
less real estate taxes and expenses, instead of showing the latter 
among the disbursements as in the convention blank. 

Disbursements .—Disbursements in respect of assurance and 
annuity contracts are classified as life assurance, annuity, and 
sinking-fund assurances, each being suitably subdivided. Divi¬ 
dends applied in reduction of premium are not included under 
these classifications but are shown elsewhere as a separate item. 
Taxes do not include taxes on real estate which, as stated above, 
are deducted from rents. Expenses (excluding expenses on real 
estate) are shown under three general headings, viz.^ “Head 
Office Expenses," “Branch Office and Agency Expenses," and 

^ These are purely investment contracts providing for accumulation of 
premiums with interest. They are not issued in the United States. 
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“All Other Expenses,” each it(!m being further subdivided. No 
provision is made in Income or Disbursements for accrual of 
discount or amortization of premium since the Canadian Law 
does not provide for us(? of the amortization plan for the valuation 
of bonds. 

Foreign companies are required to file a corresponding state¬ 
ment covering business in Canada. 



CHAPTER XIV 


DISABILITY BENEFITS AND DOUBLE INDEMNITY 
DISABILITY BENEFITS 

The inclusion in life policies of provision for certain benefits 
payable in event of the total and permanent disablement of the 
insured is one of the most important modern developments of 
life insurance. The origin of such provisions was the idea that 
there should be some protection against loss of earning power 
through disability because of which the insured might be unable 
to continue premium payments, and the disability provision 
originally consisted of a waiver of premium payments in the 
event of the total and permanent disability of the insured. A 
waiver-of-premium clause operative only if the insured is actually 
disabled both totally and permanently is inexpensive because of 
the remoteness of the contingency insured against. Such a 
provision is generally admitted to be quite appropriate in a life 
insurance contract. It is true that it introduces into the life 
policy the element of insurance against a contingency other than 
that of death but only to the extent that the happening of that 
contingency directly affects the continuation of the life policy. 

Practically all companies adopted the waiver-of-premium 
clause. The majority did not, however, confine themselves to 
this simple form of disability coverage but, partly from the force 
of competition and partly from the desire to improve and extend 
the benefits contained in their policies, gradually developed and 
extended the disability coverage until it became a very important 
part of the policy, requiring the payment of substantial addi¬ 
tional premiums. The extension of coverage consisted both in 
the enlargement of the amount of disability insurance by the 
introduction first of annual and, later, of monthly income pay¬ 
ments in addition to the premium waiver and in the widening of 

342 



DISABILITY BENEFITS AND DOUBLE INDEMNITY 343 


the protection by the adoption of a definition of “total and perma¬ 
nent disability’’ which brought within the scope of the coverage 
many disabilities of a temporary character. These extensions 
and liberalizations added very considerably to the cost of the 
benefits and introduced an element into the business which gave 
rise to many serious problems. The administration of this type 
of business is much more difficult and costly than the adminis¬ 
tration of a purely life insurance business, and already the 
administration of disability benefits has become one of the most 
important parts of the operations of many companies. 

Development of Disability Benefits in the United States.— 
In 1896 the Fidelity Mutual Life Insurance Company of Phila¬ 
delphia issued a policy containing provision for waiver of pre¬ 
mium or, alternatively, settlement by annuity, in event of total 
and permanent disability, and in 1906 the Travelers Insurance 
Company of Hartford adopted the waiver-of-premium provision. 
It was not, however, until about 1910 that American companies 
generally began to adopt the waiver-of-premium clause. Policies 
containing such a provision were in use in certain countries in 
Europe more than 30 years earlier, and a similar form of insurance 
was sometimes found in American fraternal orders at about the 
same time. 

The first extension of the disability clause consisted in the 
addition of a provision for immediate payment of the sum insured 
in equal annual instalments over a period of years, the unpaid 
balance of the policy becoming payable in event of subsequent 
death before all of the instalments had been paid. Sometimes 
the policy gave the insured the option of having the premium 
waived during disability (the full sum insured being payable at 
death) or of having the policy made payable at once in equal 
instalments payable over a period of years, such settlement 
being unaffected by the insured’s subsequent death before all of 
the instalments had been paid. In such a settlement, if the 
insured were to die soon after becoming disabled, the remaining 
instalments would be paid, as they became due, to the insured’s 
estate or to any other beneficiary or payee entitled to receive 
them, and the value of the total benefit would be reduced. 
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Thus, if a policy for $1,000 provided that in event of disablement 
the insured could elect to receive immediate payment of the 
policy in 10 equal annual instalments of $100 each, and if the 
insured were to die immediately after having elected such a 
settlement, the value of his insurance would have been materially 
diminished. On the other hand, if the disability were to con¬ 
tinue for an extended period, payment of the amount insured in 
the manner described would be a much greater benefit, financially 
speaking, than waiver of premiums together with payment of 
the sum insured at death. Comparatively little insurance was 
issued with this form of disability benefit under which the 

income payments ” were payments on account of the face amount 
of the policy which was thus reduced by each such payment. 

The next important development was the provision for 
separate income payments, payable for life, or to the maturity 
date in the case of endowment policies, which were not deductible 
from the sum insured at death. This income was at first gen¬ 
erally made payable annually and was in addition to waiver of 
premiums. It usually commenced not earlier than the end of 
the policy year in which disablement occurred. The amount 
of t^e annual income was generally 10 per cent of the face amount 
of the policy. A little later (about 1920) some companies 
began to issue policies which provided for a monthly disability 
income, the amount of the monthly income being 1 per cent 
of the face amount of the policy with payments commencing 
at once, i.e., upon proof of total and permanent disability. This 
was, until 1932, the standard amount of the disability income 
benefit, ix., $10 monthly income for each $1,000 of life insurance, 
together with provision for waiver of premiums. 

Ninety-day Clause .—An important and far-reaching develop¬ 
ment of the disability provision was introduced about 1921. 
This was the adoption by some companies (but not all) of the 
90-day clause, which may fairly be said to have revolutionized 
the whole system of disability benefits. The 90-day clause 
originated in the frequent difficulty of determining whether 
an admittedly total disability was permanent. Usually there 
is little difficulty in detennining whether disability is total. 
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With regard to the permanency of disability the situation is very 
different, and there must frequently be doubt. Claims arise 
from many causes which do not necessarily result in permanent 
disability, and it may be difficult for the company to refuse pay¬ 
ment of benefits because of a mere possibility of recovery. The 
insured may believe that he is permanently disabled, but 
the company must be satisfied that he really is. Establishing the 
iKicessary proof in such cases leads to delay and expense with 
consequent friction and dissatisfaction. The company's point 
of view necessarily is that, while it is ready to admit legitimate 
claims promptly, it cannot afford to pay w^here the disability is 
not such as to come within the terms of the policy. The solution 
r)f these difficulties was the adoption of a clause by which it was 
])rovided that total disability vrould be presumed to be ‘‘per¬ 
manent’^ during its further continuance when it had continued for 
a period of 3 months. Subsequent experience showed that 
3 months was too short a period. 

To establish a claim undcir the 90-day clause, it was necessary 
to prove only that disability w^as total and that it had continued 
for 90 days, which could be the case even where the disability 
was such that it was certainly not permanent. It was not, 
however, necessary that in all cases disability should have con¬ 
tinued for 90 days before a claim could be made. If the disability 
could be showm to be, in fact, permanent (as, for example, in case 
of total blindness) a claim could be established at once. 

A clause of this nature, providing for presumption of per¬ 
manency after total disability has lasted for a specified time, 
materially increases the value of the benefit provided by the 
disability clause, as it greatly increases the number of kinds of 
disablement insured against. In effect, it introduces, in a limited 
form, insurance against temporary total disablement, thus 
radically altering the nature of the coverage. Consequently, it 
necessitates a substantial increase in the permium charged. 

Joird Investigation of Company Experience, —Up to the time 
of the introduction of the 90-day clause (and for some years 
thereafter), the only basis available for the calculation of pre¬ 
mium rates and reserves for disability benefits was Hunter’s 
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Disability Tables. These tables, comprising the rate of disabil¬ 
ity, or probability of becoming totally and permanently disabled, 
and the rate of mortality among disabled lives, were based largely 
on the experience of fraternal orders. The fraternal orders 
operated under conditions somewhat different from those facing 
life insurance companies, but, to the extent that the benefits 
depended on the contingency of total and permanent disability, 
conditions were sufficiently comparable to give a fairly accurate 
basis for calculation, pending the accumulation of the com¬ 
panies’ own experience. It was to be expected that, since the 
companies operated on a purely commercial basis, their experi¬ 
ence would be less favorable than that of the fraternal orders, and 
it was therefore desirable to obtain information as to the com¬ 
pany experience as soon as possible. 

The introduction of the 90-day clause complicated the situa¬ 
tion. No satisfactory basis existed for determining appropriate 
premium rates, and the rates were, in fact, pretty generally 
underestimated, with the result that losses have been sustained. 

In 1926, the Actuarial Society of America published a report 
on ihe disability experience of 29 American and Canadian com¬ 
panies. This report, while important, was of limited value 
because of the very limited amount of experience available under 
current forms of coverage, especially in regard to the rates of 
death and recovery among those disabled. This was particu¬ 
larly true in regard to the 90-day clause which had been in 
operation for only a little over 2 years and under which, therefore, 
the experience was very meager. The experience under true 
total-and-permanent coverage was, however, of value to the 
companies which had retained that form. 

The tables given in the report were based on the experience 
under policies providing a monthly income in event of disability. 
The experience was divided into three classes, viz,: 

Class 1.—Policies without a 90-day clause. 

Class 2.—Policies with a 90-day clause in companies having a 
strict practice in regard to admission of claims. 

Class 3.—Policies with a 90-day clause in companies having a 
liberal practice in regard to admission of claims. 
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In Class 2, the results were inconsistent, owing to small num¬ 
bers and consequent accidental fluctuations. The tables based 
on the Class 3 data became the standard for premium rates and 
reserves for disability benefits with a 90-day qualifying period. 

The cost of disability benefits depends not only on the rate of 
becoming disabled but also on the claim value, the latter depend¬ 
ing on the rates of death and recovery among disabled lives. 
The joint experience showed a higher rate of disability than by 
Hunter’s Table—much higher, of course, for policies with a 
90-day clause—but a lower claim value because of higher rates of 
termination through either death or recovery in the early years 
following disability. 

The following table shows the comparative disability rates: 


Rate of Disability per 10,000 

(Number out of 10,000 at age stated becoming totally and ‘‘permanently” 

disabled in a year) 


Age 

Hunter’s Table 
(no 90-day clause) 

Class 1 

(no 90-day clause) 

Class 3 

(90-day clause) 

20 

5 

17 

44 

30 

6 

17 

41 

40 

8 

20 

47 

50 

17 

29 

76 


The table indicates (1) the very high disability rate in the 
companies as compared with Hunter’s Table; (2) the high cost 
of the 90-day clause; (3) the relatively high disability rate at low 
ages. 

The relative claim value (at time of disability) is shown below. 


Value (at 3 Per Cent) of Claim of $10 Monthly 


Age 

Hunter’s Table 
(no 90-day clause) 

Class 1 

(no 90-day clause) | 

Class 3 

(90-day clause) 

20 

$623 

$433 

$246 


955 


356 


966 


431 

60 

876 

i 


449 
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This table shows that, under Class 1, while more claims 
occurred (were admitted) than indicated by Hunter’s Table, 
recoveries reduced the average value of a claim. It shows that, 
with a 90-day clause (Class 3), the claims are of an entirely 
different character, being much more numerous but of a much 
shorter average duration. 

The combined effect of both factors when brought, together 
in the premium rate is shown below. 


Net Annual Premiums (3 Per Cent) for Monthly Income of $10 
Disability Coverage to A(iE 60 


Age 

Hunter’s Table 

Class 1 

Class 3 

20 

$ .80 


$1.99 

30 



2.51 

40 



3.30 

50 



4.48 


Subsequent experience has indicated the necessity of still 
higher net premiums, while the high expense of this class of busi¬ 
ness requires, in addition, very substantial loadings. 

The publication of the companies’ experience drew attention 
to two things: (1) the necessity for generally higher premium 
rates than those in use and (2) the desirability of a greater degree 
of uniformity in the conditions under which benefits were to 
become payable. The many changes and the wide variety of 
contracts and practices had rendered it impossible, even after the 
transaction of disability insurance for about 14 years, to produce 
standard tables which would be of any real value in enabling the 
companies to determine suitable premiums and reserves. 

It was natural, therefore, that action should be taken with a 
view to obtaining greater uniformity of practice. 

Standard Provisions, —In 1928 committees were appointed, 
first by the Superintendent of Insurance of the State of New York 
and later by the National Convention of Insurance Commis¬ 
sioners (which had adopted a resolution favoring uniform disa¬ 
bility clauses), to consider recommendations for standard 
provisions for total and permanent disability benefits. The two 
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committees acting in cooperation agreed on certain recommenda¬ 
tions which were later adopted by ruling or otherwise in a number 
of states (including New York) and which became the general 
basis for the contracts of the majority of the companies. 

Although a few years later disability coverage underwent some 
radical modifications which will be explained later, a somewhat 
detailed consideration of these ‘‘standard’^ provisions will be 
valuable in providing a general description of the scope and 
character of the disability benefits. A very large amount 
of insurance containing these provisions is outstanding. The 
standard provisions consist of certain provisions which are 
required^ others which are permitted^ and others which are 
prohibited. For (clearness of explanation they will be considered 
in a diffenmt order from that in which they appear in the com¬ 
mittee's^ report. It will be noted that considerable variation is 
pfirmitted in certain respects so that these provisions cannot 
properly be described as ^^standard.^^ 

Definition of Disability. —No benefits may be allowed unless 
for disability which is total and permanent. The definition 
of total disability is ^^incapacity (resulting from bodily injury 
or disease) to engage in any occupation for remuneration or 
profit.’^ Total disability which has been continuous for a period 
specified in the policy (not less than 4 months or more than 1 year) 
is to be presumed permanent. This does not give a uniform or 
standard definition of total and permanent disability (the 
contingency insured against) since a company could adopt any 
period from 4 to 12 months for establishing presumption of 
permanency. As a matter of fact, practically all companies 
adopted the minimum period of 4 months, which thus became 
the standard waiting period until 1932, when there was a general 
change to a waiting period of 6 months. 

The definition of total disability, ‘^inability to engage in any 
occupation for remuneration or profit,’^ is a very strict one. 
Taken literally it might exclude almost any conceivable disability. 
Obviously, it cannot be interpreted literally, and it is not intended 
that it should be. In wording the provision in this strict way 
the committees intended to eliminate the ''professional man's 
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policy'^ under which total disability was defined as inability to 
follow the customary occupation. This type of contract had been 
adopted by some companies and was particularly likely to result 
in losses and to create administrative difficulties. Under the 
standard definition of total disability, a claim would usually b(‘ 
admitted by the company if the insured were sufficiently disabled 
to prevent him from following his own occupation or a similar 
one or one suitable to his circumstances. 

Specified Disabilities .—The clause may provide that certain 
forms of disablement shall be deemed to be total disability. 
These are the entire and irrecoverable loss of the sight of both 
eyes or the severance (or entire loss of use) of both hands or 
both feet or of one hand and one foot. These disabilities an^ 
generally called the specified disabilities.” Prior to the adop¬ 
tion of the standard provisions it was usual for the policy to 
provide that any of these specified disabilities would be regarded 
as constituting both total and permanent disability. Thus, 
payment of benefits would begin at once, whereas, under the 
standard clause, the waiting period of at least 4 months must 
first elapse. On the other hand, many of the old clauses required 
the^‘loss of” rather than the ‘Toss of the use of” the members 
referred to. For example, a case of total paralysis of an arm 
and a leg would be an indisputable claim under the standard 
clause (when it had lasted at least 4 months) but not necessarily 
so under the old type of clause. However, the majority of claims 
arising as specified disabilities would doubtless be admissible 
under any clause. 

Limiting Age .—Disability must not have commenced after 
the insured has attained age sixty (as defined in the policy, viz., 
actual age or “insurance age,” on the policy anniversary nearest 
the sixtieth birthday). The only exceptions allowed to this 
rule are in the case of endowment policies maturing at ages from 
sixty-one to sixty-five and deferred annuities commencing 
at these ages. In these cases the disability income must cease 
at the maturity age (instead of continuing for life) if disability 
began after age sixty. Usually the disability income under 
endowment policies is payable for life (in event of disablement 
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before age sixty), but for special forms of deferred annuities an 
income ceasing when the regular annuity commences is more 
appropriate and more usual. 

It is fundamental in disability insurance that coverage should 
be limited and the period of old age excluded. Otherwise the 
cost would be prohibitive. The chance of becoming totally 
and permanently disabled increases very rapidly after about age 
sixty, while above age sixty-five it becomes difficult to dis¬ 
tinguish between such disability and the normal infirmities of 
old age. 

Until recently, the limiting age in nearly all companies was 
sixty, but a few companies granted disability benefits up to 
sixty-five. With the adoption of the standard provisions sixty 
became the limit in practically all companies except for the few 
(Masses of policies and annuities referred to above. In 1932 
there was a general change in the limiting age from sixty to fifty- 
five, except where the contract provided only for waiver of 
premium. 

It is, perhaps, necessary to point out that, where disability 
occurs before attainment of the limiting age, premiums falling due 
after that age and during continued disablement are waived, and 
income payments, if any, continue for life, and not only up to 
the stated limiting age. Originally, it was usual to provide 
in the case of endowment policies that the disability income 
ceased at the maturity date of the policy, but more recently such 
policies have provided for a life income in event of disability, 
the general practice up to 1932. The cost of a life income is, 
naturally, much greater, particularly in the case of endowments 
maturing at the lower ages. The extent of the difference may 
be seen from the table on p. 352. 

Notice of Disability and Proof of Continuance ,—The policy 
must provide that written notice of a claim must be given during 
disability, i.e., not after the death or recovery of the insured. 
This is a very desirable provision for the protection of the com¬ 
pany since evidence of qualification for the benefit may be difficult 
or impossible to obtain after the disability has ceased. Unfortu¬ 
nately, the policy must also provide that failure to give notice 
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during disability shall not invalidate a claim if it can be shown 
not to have been reasonably possible to give it, and provided 
notice is given as soon as reasonably possible. In event of a 
dispute on these points the company would, as a rule, have but a 
small chance of being able to protect itself against an improper 
claim where notice was withheld and where the insured claimed 
that it was not ^treasonably possible^’ for him to give it. The 
value of the provision requiring notice during disability is there¬ 
fore greatly diminished. 


Net Annual Premium. Disability Income of $10 Monthly. Class 
(3) 3 Per Cent. Coverage to Sixty 


Age at 
issue 

15-year endowment 

30-year endowment 

Income to 

Income 

Income to 

Income 


maturity 

for life 

maturity 

for life 

26 

$0.80 

$1.46 

$1.34 

$1.93 

35 

• 1.09 

2.15 

2.26 

2.73 

45 

1.98 

3.64 

3.46 

3.64 

i 


The standard provisions do not specify any particular require¬ 
ments for proving the existence or continuance of disability. 
They specifically permit ^^any other provision not inconsistent 
with these requirements which may be necessary to the efficient 
administration of the coverage provided and the protection of the 
interests of the insurer or the insured,^' and the committees 
stated that this would include a provision requiring proof of 
disability in any specified manner and proof of continuance, 
including medical examination of the insured, at reasonable 
intervals. It is usual to require a preliminary notice sufficient 
to enable the company to judge whether there is a probability 
that a claim exists. Owing to frequent misunderstanding of 
the nature and extent of the coverage, a great many claims are 
made where the disability is not covered by the policy. In 
such cases a good deal of trouble and expense (as for physician^s 
statements) can be saved by obtaining the principal facts before 
proceeding with detailed proofs. If it appears from the pre- 
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liminary notice that a valid claim may exist, full details are then 
furnished on the regular claim blanks. 

Proof of continuance is just as necessary as proof of original 
disablement. Formerly, when the contingency insured against 
was true total and permanent disability, there was less need for 
proof of continuance although even under those conditions it 
could not be dispensed with. It was, in fact, at first, usual to 
require that proof of continuance be furnished every time a 
premium was waived or an income payment made. Later this 
practice was modified by providing that proof would not be 
required oftener than once a year after the first year. With the 
introduction of monthly income payments and the 90-day clause, 
and the consequent inclusion in the coverage of purely temporary 
disabilities, a frequent review of disability claims became 
essential. 

The review of claims is an important part of the administrative 
work in connection with disability benefits. Claimants do not, as 
a rule, announce their recovery, and unless the company is 
vigilant it will pay out far more in claims than it is liable for. On 
the other hand, it is undesirable and, in many cases, unnecessary 
to make frequent and expensive inspections and examinations. 

If recovery takes place, payment of the benefits ceases, and 
the insured must resume payment of premiums. Under the old 
“total and permanent'^ provisions, such a recovery would show 
that the disability had not, in fact, been permanent, but no 
refund of benefits paid or premiums waived is required in such 
cases. Under the 90-day clause (or similar clauses with other 
waiting periods), recovery is a normal incident, since the word 
“ permanenthas a purely technical significance. 

Even under a true total and permanent provision, the rate of 
recovery from disability is quite substantial. Under the modern 
type of clause, recoveries are, of course, much more numerous, 
since, out of all claims, probably at least 80 per cent are in respect 
of temporary and not permanent disabilities. Many claims con¬ 
tinue only long enough to qualify for payment, while the recovery 
rate continues to be very high until disability has existed for over 
a year. 
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Amount of Benefits .—It has already been explained that, at 
the time the standard provisions were proposed, the customary 
benefits in event of disability were either (1) waiver of premiums 
falling due during disability or (2) waiver of premiums and a 
monthly income for life of $10 for each $1,000 of insurance. 
Variations existed, however, in certain details. In some cases the 
premium waived was the net premium and not the gross premium. 
In either case the insured was, of course, relieved of payment, 
but, where only the net premium was waived, the dividends 
were adjusted, and any portion derived from loading excluded. 
The standard provisions make it necessary to waive the gross 
premium by requiring that ^‘any dividends which would other¬ 
wise have become payable during disability shall be allowed as 
though disability had not occurred. 

A few companies had adopted a special provision for ‘^increas¬ 
ing disability benefits,^' under which the monthly income per 
$1,000 of insurance was increased from $10 to $15 after 5 years^ 
continuous disability and from $15 to $20 after 10 years' con¬ 
tinuous disability, remaining at the latter sum thereafter. 
Sum an arrangement is fundamentally unsound. Experience 
shows the desirability (from the company's point of view) of 
decreasing rather than increasing the benefit in cases of prolonged 
disablement. Generally speaking, the rate of claim will increase 
if the benefit is increased—because of the greater inducement 
to claim. Similarly the recovery rate will definitely be reduced 
if it is to the insured's financial advantage to remain disabled. 
These principles have been recognized by a number of Canadian 
companies which in their policies provide a disability income 
benefit of $10 monthly per $1,000 of face amount, payable for 
50 months, followed by payments of $5 monthly for 100 months 
after which income payments cease and the face amount of the 
policy is paid. Under the standard provisions disability income 
payments exceeding $10 monthly per $1,000 of face amount are 
forbidden. 

The most important regulations introduced by the standard 
provisions relating to the benefits payable are (1) that no income 
payments may be made for any part of the first 3 months of 
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total disability, (2) that no income payments may be allowed 
retroactively for a period of more than 1 year prior to notice of 
claim, and (3) that, in event of delay in giving notice, retroactive 
waiver of premium must be made up to at least 6 months prior 
to receipt of notice. 

In all of these respects competition had resulted in great 
variations in practice. Some companies had adopted provisions 
of extreme liberality providing for the payment of retroactive 
benefits without any limit of time and for payment of income 
benefits in respect of the whole of the waiting period. Other 
companies put limits on the ^‘dating back'' of benefits and paid 
only from the end of the waiting period. Such differences 
often gave rise to trouble. For example, a policyholder might 
be insured in more than one company, and he could not under¬ 
stand why one paid less than another, even where the difference 
might be explained in part by differences in premium rates. 
Extreme liberality in respect to the conditions of payment 
was in itself an incentive to claim which had a distinct bearing 
on the rate of disability experienced and which rendered the 
experience of one company quite different from that of another. 
Accordingly, it is very desirable not only that the conditions of 
payment be uniform in all companies but that these conditions 
shall not be so unduly liberal as to create a temptation to make 
claim. 

The provision that no income payments may be made for any 
part of the first 3 months, taken in conjunction with the minimum 
waiting period of 4 months, implies that the income payment of 
$10 (per $1,000 insurance) made on the completion of 4 months' 
total disability is for the fourth month of such total disability. 
This seems to be an erroneous conception, since no benefits 
are payable in respect of merely total disability, and (according 
to the definition) total and permanent disability does not begin 
until the end of the fourth month. Hence the first income 
payment is not for the fourth month but is merely a contract 
payment due on a certain date provided total and permanent 
disability (as defined in the policy) exists on that date; and the 
s^me is true for any subsequent payment. 



356 


LIFE INSURANCE 


While theoretically it would be reasonable to provide that, 
when permanency is established by continuance of total disability 
for 4 months, payments shall be made retroactive for the whole 
period of disability, such a provision is, for practical reasons, not 
desirable. The cost would be greatly increased because in many 
cases recovery would be delayed in order to collect 4 months' 
income payments. Under the standard provision there is very 
little inducement to prolong a disability that really terminated 
within the 4-month period, since all that could be obtained by 
doing so would be a single month's income payment. 

Where notice of the claim is delayed, retroactive payment 
of income benefits is allowed up to 1 year from date of notice, 
while waiver of premium due not more than 6 months prior to 
notice (and during disability) must be granted. Most com¬ 
panies provide that benefits—both income payments and 
premium waiver—shall be retroactive up to 1 year prior to 
notice. While uniformity has been in fact attained on this 
point, the standard provisions do not require it. 

The limitation of 1 year on dating back the payment of benefits 
is &other instance of conflict between what is logical and what is 
practical. It may appear that, since the i)olicyholder has 
insured himself against the happening of a specified contingency 
and has paid the premium agreed upon, he should not be deprived 
of the benefits merely becaiffee of delay in notifying the company. 
This view, however, would leave the company in the position of 
having a large and indefinite liability for disability benefits 
due in past years of which it had not, as yet, received notice. 
The fact that the insured might have since recovered would, 
under this view, be no reason for non-payment of benefits 
which would have been paid if the claim had been received and 
approved. Thus it might be claimed that a policy lapsed several 
years before was still in force because the insured was disabled 
at the time of lapse, and, while the onus of proof of such dis¬ 
ablement would be on the claimant, it might be very difficult 
for the company successfully to contest an improper claim. 
Again, under an endowment policy, a retroactive claim might 
be made years after the policy had matured, so that maturity 
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of the policy would still leave the company with a contingent 
liability for which some provision would have to be made. Such 
a situation is clearly a very unsatisfactory if not an impossible 
one for the company. The only practical solution is to put a 
definite limit on possible retroactive payments. 

Where the policy has lapsed for non-payment of a premium, 
and where proof is furnished that disability commenced not 
later than the end of the days of grace (and still continues), 
disability benefits must be allowed as if the policy had not 
lapsed, provided notice is received within a specified period 
from the date of lapse. This period must be at least 6 months 
and is generally a year. In the case where disability began 
after the due date of the unpaid premium but within the days of 
grace, the insured must pay that premium; z.c., it is not waived 
since it did not fall due during the disability. 

Exclusion of Certain Risks .—Permission is given in the standard 
provisions to exclude from the coverage certain risks or hazards 
as may be specified in the policy. Thus, the company\s clear 
right to limit the scope of coverage which it is willing to under¬ 
take, a right which had to be settled by litigation in regard to 
the life insurance coverage (and which is, in fact, not yet recog¬ 
nized for such coverage in some states), is established. The 
risks generally excluded are (1) disability arising from self- 
inflicted injury, (2) disability caused by military or naval service 
in time of war, and sometimes (3) disability caused by a violation 
of the law. A claim arising because of self-inflicted injury would, 
obviously, be fraudulent or, at any rate, a breach of that good 
faith which is the necessary foundation of all insurance contracts. 
Disabilities resulting from violation of the law, such as by injury 
sustained during the commission of a robbery, would probably be, 
in any case, excluded on grounds of public policy. 

In event of military or naval service in time of war some 
companies provide for a definite termination of the disability 
provision, while others merely provide that disabilities arising 
from such service are not covered. The former practice is 
conservative. Exclusion of the war risk seems desirable if not 
absolutely necessary in all cases, since under some conditions 
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very serious losses not provided for by the premium rates might 
be sustained. 

The risk of disability as a result of participation in aeronautics 
is not a serious one. Most casualties from that cause result in 
death rather than disability, and, where there appears to be any 
extra hazard, the company would not as a rule issue a policy 
including disability benefits, except with a suitable extra premium. 

Disability Income Benefits as Indemnity for Loss of Earning 
Power. —Most forms of insurance other than life insurance are 
properly regarded as contracts of indemnity; that is, the insurance 
is for the purpose of making good a loss^ and in general no greater 
amount can be recovered than the amount of the loss, irrespective 
of the amount of the policy. Life insurance is different because 
not only is it impossible to put a limit to the financial value of a 
human life, but, since a claim can arise only by death, there is no 
temptation (under normal circumstances) for the insured to cause 
a claim under the policy. 

A contract providing for disability benefits has all the qualities 
of a contract of indemnity. Its true object should be to replace, 
in pp-rt at least, the loss of earning power caused by the disable¬ 
ment of the insured. Hence, in fixing the amount of such insur¬ 
ance which it is willing to issue, the company must consider the 
applicant's earning power as a prime element in the selection of 
the risk, and it would appear to be fundamental that no greater 
amount of insurance should be granted than will replace the 
applicant's earning power. Because of the diflSculty, or rather 
impossibility, of controlling the total amount of insurance with 
disability income benefits on any individual in all companies 
the view is held in some quarters that both (1) the definition of 
total and permanent disability and (2) the scope of financial 
coverage should be consistent with the idea of indemnity. 

The definition of disability in the standard provisions is 
unsatisfactory. ‘‘Incapacity to engage in any occupation for 
remuneration or profit" covers too much ground. It represents 
neither the wishes of the applicant in regard to coverage desired 
nor the intentions of the company in regard to its admission of 
liability. It is claimed, therefore, that it would be much more 
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reasonable to define disability as the reduction of earning power 
f)elow a certain point because of accident or disease. The 
practical difficulties involved in such a definition of disability 
arc considerable. For example, the earned income might 
increase, so that when a claim arose the reduced earning power 
might still be substantially greater than when the policy was 
issued. Thus, any rule based on the original income would 
virtually require complete loss of income before disability were 
admitted. The only solution is to provide that disability exists 
when earning power is reduced, for a specified length of time, to 
a stated proportion of what it was during a specified period 
immediately preceding the happening of the disablement. 

Such a rule presents administrative problems. In any case 
where income fluctuated from time to time, the criterion of 
disability would be similarly fluctuating. Moreover, it would 
be necessary, in making a claim, to establish the present earned 
income and the earned income for a certain period prior to claim. 
Under such a definition the amount of insurance is naturally 
limited by the earned income and, therefore, is itself a fluctuating 
quantity. Finally, in many cases income is not earned entirely 
in cash, and no suitable basis may exist for measuring the extent 
of the disability, if any, and the amount of indemnity payable. 

The fact that disability insurance is properly a contract of 
indemnity introduces a question of the greatest importance. 
Overinsurance is, perhaps, the greatest danger to the companies 
in connection with the issue of disability benefits, and, practical 
considerations aside, the situation would be ideal if coverage 
were so limited that it would be impossible for a claimant to 
collect, whether from one company or a number of companies, a 
greater amount in disability benefits than the total amount of 
his earned income prior to disability. In fact, the limit should 
be placed lower than that. 

In preparing the standard provisions, the committees recog¬ 
nized the desirability of permitting a company to make such limi¬ 
tations on the amount of benefits collectible. In allowing ‘^any 
provision not inconsistent with these requirements,etc., it was 
specifically stated to be the intention to permit a provision ^Hhat 
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a proportionate reduction of income payments accompanied by 
return of premiums paid on the amount of such reduction may 
be made in case the aggregate monthly amount payable to the 
insured on account of disability (all companies) exceeds the 
percentage specified in the provision (not to exceed 100 per cent) 
of monthly earned income at date of disability or alternatively 
at date of application/^ 

Such a provision is known as a prorate clause. It corresponds 
to the other insurance clauses in fire or burglary insurance 
and is for the same purpose: to prevent the insured from collect- 
ing more than the value of the '^property” (in this case ^'earning 
power’’) lost or destroyed. 

The only argumcmts against the use of such a provision are 
based on the practical difficulties of administering it. More¬ 
over, the full benefit of such a basis will be obtained only if all 
compani(\s adopt the same type of coverage. 

The following clause embodying the pro-rate principle was 
proposed to (but not adopted by) the committees as a require¬ 
ment for all companies issuing policies with disability benefits: 

Ii?the event of claim hereunder, if the monthly indemnity benefit 
payable, together with the sum of any other indemnity benefits payable 
to the Insured on policies carried in the issuing Company or any other 
Company and providing indemnity for a period in excess of two years 
disability, exceeds the average earned monthly income of the Insured 
during the three years immediately preceding the commencement of 
disability, then the amount of monthly indemnity benefit payable 
hereunder will be reduced to that proportion of the disability income 
provided by this contract which such earned income bears to the 
aggregate of such disability income benefits. 

In the event of reduction in the monthly indemnity benefit as herein¬ 
above described, the Company will return to the Insured any premiums 
unearned because of such reduction. 

As herein used the term earned income” shall mean wages, salaries, 
professional fees, and other amounts received as compensation for 
personal services actually rendered. 

Another method of handling this question is shown in the 
clause which has been adopted by one company (the only one, 
so far, to adopt the prorate principle) and which is as follows; 
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If, at the time of the approval of proofs as herein provided, the 
monthly income benefit to which the Insured shall be entitled hereunder, 
and under other Supplementary Disability Policies issued to him by 
the Company, together with the income benefits, if any, to which 
he shall be entitled, by reason of disease or accident, under insurance 
in any other company or association of whatever kind, shall exceed 
in the aggregate seventy-five per centum of his former earned income, 
ascertained as herein provided, the monthly income provided for herein 
shall be reduced so that the total monthly income under this and such 
other insurance, if any, shall not exceed seventy-five per centum of 
such former earned income. In event of such reduction future premiums 
hereon will be equitably reduced, and the Company will pay an equitable 
part of the Cash Surrender Value hereof, computed as of a date imme¬ 
diately preceding disability. The monthly income benefit provided 
for herein will not be restored to its original amount unless there shall he 
an election at the time of such reduction to have the premiums remain 
at their original amount, and to leave with the Company the portion 
of the Cash Surrender Value referred to above, in which case the monthly 
income benefit provided for herein will be so restored, subject to all the 
provisions hereof, upon the Insured^s recovery from his then disability. 

Where a single company adopts a prorate clause, the whole of 
any reduction in amount payable would be under that company's 
policy. In fact, it might easily happen that its liability would 
be entirely extinguished. Unless provision is made for refund 
of premiums (the above clause provides only for refund of 
reserve) it would seem that difficult questions would be likely to 
arise in event of any such reduction or cancellation of liability. 

The whole subject of prorating in connection with the disability 
clause is full of practical difficulties. For example, it might be 
necessary to take into account amounts payable under accident 
and health policies in which there is no provision for prorate and 
some of which call for temporary incomes (as for 26 or 52 weeks) 
instead of life incomes. One company could not settle the claim 
until all had agreed upon their action, while a company might 
not know of the existence of other insurance until after it had 
taken action. Disputes and litigation would, doubtless, be multi¬ 
plied, while misunderstandings on the part of the policyholder 
would occur unless he were frequently reminded that he should 
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not maintain in force a greater amount of insurance than would be 
paid. 

Notwithstanding the great financial advantage to the com¬ 
panies of prorating and the undoubted need for it from an under¬ 
writing standpoint, it would seem unlikely that it will be generally 
adopted at present. The action of the committees in failing to 
make such a provision a requirement has probably settled the 
question for some time to come.^ 

Developments Subsequent to the Adoption of Standard Provi¬ 
sions. Changes in Rates .—The adoption of standard provisions 
by some of the states was, as has been explained, a result of the 
Joint Investigation into disability experience, which had been 
undertaken largely with a view to furnishing a suitable basis for 
the calculation of premium rates and reserves. 

Those states which adopted the standard provisions required 
them to be put into effect by July 1, 1930. Consequently there 
was at that time a general revision and recasting of policy forms 
in order to comply with the new provisions. At the same time 
practically all companies took the opportunity of not only chang- 
ing;^their rates in accordance with the changed provisions but of 
substantially increasing them. This was probably the first real 
rate increase that had taken place. The companies which had 
adopted the 90-day clause had, of course, substantially increased 
premiums over those necessary under the true total-and-per- 
manent clause, but experience had showed, generally speaking, 
that the additional benefit was worth more than the premium 
charged for it, this being due, as already explained, to the lack of 
a suitable basis of calculation. 

From about 1924, comparisons of company experience with 
the expected and the gradual increase of losses as shown in 
the gain and loss exhibits had resulted in a realization that 
higher premiums were necessary for policies carrying the 90-day 
clause, and some companies had already made increases in 
premium rates before the joint experience became available. 

^ For a complete discussion of the question see Laird, J. M., **Should 
Disability be Subject to Pro Rate?”, Trans, Actuarial Sac. America^ Vol. 
30 ( 1929 ). 
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As a rule, however, increases in rates had been accompanied by 
increased liberality in the conditions under which benefits were 
payable, and in some cases the change was, in effect, a decrease 
in rates rather than an increase. Competition and the belief 
that the situation could be cured by comparatively mild measures 
were responsible for these mistakes. 

By the beginning of 1930 there was a more nearly complete real¬ 
ization of the situation. Several of the large companies had 
been compelled to show operating losses of very large sums 
in spite of a general tightening of the administration of selection 
and admission and supervision of claims. The result was a real 
rate increase. Disability premium rates had now increased 
enormously from the original premiums of a few cents for the 
waiver-of-premium benefit in event of true total-and-permanent 
disablement and had reached amounts which were often a sub¬ 
stantial proportion of the total premium payable. 

Women .—An important innovation which took place at this 
time was the general adoption of higher rates of premium for 
women than for men. Experience on women had been par¬ 
ticularly bad, especially in certain classes and occupations, and 
for women generally the rate of disability had been from to 
3 times that among men. Nearly all companies announced in 
connection with the new 1930 contracts that rates for women 
(when accepted) would be either times or twice the rates for 
men. This increase, added to the normal increase in rates, 
meant that thereafter women had to pay from 2}/2 3 times the 

rates they had formerly been charged for a more liberal type of 
contract. In addition some companies adopted very drastic 
revisions of their selection rules in regard to women, restricting 
them to comparatively small amounts or in some cases granting 
only the waiver-of-premium benefit, while some unfavorable 
classes were thereafter either refused disability benefits on any 
terms or given a high extra rating. 

Losses .—^Losses reported by many companies before and 
during this period (up to 1931) had been such as to cause con¬ 
siderable comment. In view of the fact that in every case the 
income from disability premiums alone considerably exceeded 
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disbursements for income and waiver benefits, there has been 
some misunderstanding as to the nature of the losses, and 
these have sometimes been referred to as if they were merely 
^‘bookkeeping losses^’ due to unnecessarily high reserves, or 
‘‘actuarial figures’^ which were not to be regarded too seriously. 
The fact is that bookkeeping losses or ‘^actuarial losses^’ are 
real losses, provided the figures upon which they are based 
properly represent the facts. There is no question that many 
of the companies have sustained substantial losses. The fact 
that it has been necessary to increase rates and decrease benefits 
speaks for itself. It wdll be instructive to examine briefly the 
basis upon which disability profit or loss is calculated, so that the 
real meaning of such figures may be appreciated. 

The necessity for reserves must first be recognized. The 
chance of becoming disabled, like the chance of dying, increases 
with age, while the premium charged is, like the life insurance 
premium, a level premium. Hence the necessity for reserves is 
the same for the disability benefit as for the life insurance benefit. 
There is the same relation connecting one yearns reserve with the 
nej^. The terminal reserve of any year increased by the net 
premium and interest, and decreased by the current cost of carry¬ 
ing the risk, equals the terminal reserve of the following year. 

The gain or loss in any calendar year may be ascertained by 
the following process: 

To reserves as at Jan. 1 add gross premiums less expenses. 
Add interest on the total and deduct claim disbursements 
(i.c., premiums waived and income payments). The result is 
the fund on hand at Dec. 31. Compare this wdth reserves 
required in order to ascertain operating profit or loss. 

The only departures made in the companies' annual state¬ 
ments from the above simple process are that, instead of gross 
premiums less expenses," net premiums are used, while interest 
is added at the reserve rate instead of at the net earned rate. 
The effect is to eliminate from the disability account any profit 
or loss from loading or from interest, such profit or loss being 
thrown into the general profit or loss from loading or interest as 
shown in the Gain and Loss Exhibit. It is quite possible that 
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in some cases expenses exceed loadings, in which case, unless 
offset by interest profit the actual loss may be more than 
appears in the Gain and Loss Exhibit. 

In addition to inadequacy of premium rates there have been 
other sources of loss which are inherent in the business and which 
in the opinion of many, are such as to render it doubtful whether 
disability-income insurance can be conducted at all without 
loss. There is, first, the fa(;t that there is some misrepresentation 
of the nature of the coverage on the part of agents, due chiefly to 
carelessness rather than to intention to deceive. The policy is 
sometimes represented as one which *'pays you when you^re 
sick.” Thus, many claims are presented for disabilities not 
coming within the terms of the contract. Some of these claims 
are made the subject of litigation and cause expense and loss. 

The most important cause of loss is misstatement by the 
insured either at the time of application, at the time of making 
claim, or on review of claim. Some of this is deliberate fraud; 
at other times it may be merely a stretching of the truth, but, 
whatever the degree, there is no question that it has cost the 
companies hundreds of thousands of dollars in improper claims. 
It would be too much to expect rigid honesty to the extent that 
the insured would decide a doubtful point contrary to his own 
financial interest, and, the willingness of so many of the public*, 
to “beat the insurance company” by any means and to regard 
that as almost a creditable act being taken into account, the 
absolute necessity of close and expensive supervision is apparent. 
No amount of supervision will eliminate entirely the element of 
fraud, which is inseparable from this class of coverage. School 
teachers will, doubtless, continue to become disabled in the 
summer and recover in the winter, while farmers reverse the 
process. 

Apart from fraud there is, of course, a large class of cases 
where the insured honestly considers himself entitled to claim 
benefits but where there is more than a doubt of his right to them. 
There is often a very fine line between a disability which prevents 
the insured from doing any work and one which is really only 
partial disability. Often it may be merely a question of medical 
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advice as to the desirability rather than the necessity of doing no 
work. The opinion of the insured^s physician is not likely to 
uphold the company’s contention that the insured is able to do 
some part of his work when a contrary opinion will cause a 
financial benefit to his client. 

These doubtful claims, together with the dishonest ones, lead 
to a great deal of expensive litigation. It may be fairly said that 
no company contests a legitimate claim. In practically every 
contested case the company knows that it is not liable and that as 
a duty to the general body of policyholders it is bound to refuse 
payment unless there is no reasonable prospect of success in 
doing so. Unfortunately the company encounters here another 
big element in the loss situation—the attitude of courts and juries. 

Juries are traditionally hostile to corporations. Where the 
dispute is between a disabled policyholder and an insurance 
company, the company’s case must be strong indeed to secure a 
favorable verdict. Such questions cannot, in fact, be fairly 
tried by jury. In some states the attitude of the lower courts 
themselves is little better, and frequently the court in its anxiety 
to ^d for the claimant reads into the insurance contract meanings 
thai are not in it and which are repugnant to its whole tenor. It 
is true that bad decisions—whether by jury or by the lower courts 
—can be, and often are, reversed by the higher courts, but appeals 
are expensive, and where there is any doubt of the result the 
company may deem it better to make a compromise settlement. 
All of the companies pay out in this way substantial sums for 
which no provision was made in the premium rates and which 
represent a loss to the general body of policyholders. 

In October, 1930, the Superintendent of Insurance of New York 
addressed a letter to all companies operating in that state in 
which he referred to the large losses from disability benefits. 
After pointing out that these losses were being charged against 
all participating policies, whether containing disability benefits 
or not, the letter concludes: 

In the case of a mutual company this means that holders of partici¬ 
pating contracts which do not contain a disability benefit or which do 
not contain a disability benefit of substantial form are being assessed 
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with a large share of such annual deficiencies. ... I would therefore 
request that each company give this matter careful consideration and 
advise me what action, if any, is contemplated to correct this inequity 
through an adjustment in dividends. 

This question had been raised by one largo company which pro¬ 
posed to dififcrentiate dividends between policies containing 
provision for disability income benefits and otherwise similar 
policies which did not. Two important questions were involved: 
(1) whether an equitable distribution of surplus, as required by the 
New York law, did not call for such differentiation and (2) whether 
the companies could, under the terms of their contracts, legally 
make such a differentiation. The Superintendent's letter showed 
that, in his opinion, the answer to both of these questions was in 
the affirmative. 

The view taken by the New York Department has been adopted 
by most, if not all, of the companies which have sustained sub¬ 
stantial losses, and for some years such companies have charged 
a considerable part of the annual loss from disability benefits 
directly against those policies which contain the disability pro¬ 
vision. As a general rule no adjustment is made in the case of 
(1) policies providing only for waiver of premium, in respect of 
which any losses are relatively small, or (2) policies issued since 
about 1930 providing for waiver and a modified income benefit 
and issued at much higher premium rates. 

The equity of making such dividend adjustments in mutual 
companies is pretty generally admitted. The legality of doing so 
was, however, almost immediately called in question by policy¬ 
holders' suits against the companies. The leading case in the 
New York courts is that of Rhine vs. New York Life Insurance 
Company which was decided in the company's favor by the New 
York Court of Appeals in December 1936. The following report 
of the case presents an outline of the main questions involved.^ 

The really deciding question was whether the policy consisted of 
severable contracts for life insurance and for disability benefits or was 

1 Transactions of the Actvmial Society of America^ xxxviii, 167-8. 
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one non-severable contract. The court held that it was one contract 
and non-severable. Note was taken of the fact that the promise of 
disability benefits could be obtained from the company only as a part of 
a policy of life insurance, and it could survive only as long as the policy 
of life insurance continued in existence. ^^No promise of disability 
benefits alone could be obtained for the extra premium alone. 

In the opinion there is a discussion of the distribution of surplus. 
In the course of this it is stated that if the company repays to the 
holder of each policy the excess of what he paid for that policy over the 
cost of furnishing both the life insurance and the disability benefit 
protection the surplus will have been apportioned to each policy in the 
same proportion as the holder of that policy contributed to that surplus. 

The opinion also reviews the plaintiff^s claim that the apportionment 
be made to her as if the policy were a combination of two separate 
contracts based on separate premiums. It noted that in this case the 
extra premium for the disability provision would be entirely independent 
of any other consideration and the loss would be required to be borne 
by the company out of its general funds. Under such a construction 
the holders of policies with the disability benefits provision would pay 
less than the cost of the insurance and benefits furnished and the 
remaining policyholders would be required to pay more than the cost 
of t8e insurance furnished. 

It is noted that the company did not decide until 1931 to make the 
differentiation in dividends between disability and non-disability 
policies and that some other companies still make no such differentiation. 
However, the law allows discretion in the manner of apportioning divi¬ 
dends and ^‘so far as appears now, it may well be that both methods of 
apportionment lie within the range of that discretion. 

In a subsequent case^ the disability provision was contained in a 
rider attached to the policy instead of being incorporated in the 
body of the policy itself as in the New York Life case. The court 
held that this was a distinction in form only and that such a rider 
did not constitute a separate contract of insurance. Decision 
was rendered in favor of the company. The question may there¬ 
fore be regarded as settled in New York. 

Where suit is brought on this question in a state other than the 
home state of the company involved it may reasonably be con- 

1 Rubin vs. Metropolitan Life Insurance Company 296 N. Y. Supp. 908 
(1937). 
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tended that, in the absence of fraud or abuse of discretion the 
method of surplus distribution is a problem for the company 
rather than the court to determine and that action by the court 
would amount to undue interference in the internal affairs of the 
company. That view was, in fact, taken in the case of Sullivan 
vs. The Penn Mutual Life Insurance Company^ by the United 
States Court of Appeals on an appeal from the decision of the 
Federal court in Illinois and also in the subsequent case of Ellis 
vs. The Mutual Life Insurance Company of New York decided by 
the Supreme Court of Alabama in F^ebruary, 1939. 

General Contract Revision of 1932. —The general increase in 
disability premium rates and the other measures adopted in 
conjunction with the standard provisions early in 1930 had not 
had time to show their effect before some of the companies 
found themselves facing still greater losses which seemed to call 
for still more severe measures. These losses were in large measure 
a result of the economic depression and were responsible for the 
most radical overhauling of the whole situation that had yet 
taken place. 

Some expressed the opinion that the companies should frankly 
recognize that the disability income benefit could not be provided 
at a practicable cost because of the extraneous elements of loss 
which were beyond control. Others, representing the majority 
opinion, felt that the income benefit was too valuable a feature to 
the public to be given up entirely, that a demand existed for it 
which the companies ought to supply, and that it could be safely 
written subject to certain further modifications and restrictions 
of a rather far-reaching nature. All, or practically all, were 
agreed that, subject to similar modifications, the provision for 
waiver of premium without an income benefit was not only desira¬ 
ble but could be written with no danger of serious loss. It was 
true that little or no loss had been incurred under the waiver 
provision when written alone. This had been due partly to its 
much smaller financial importance and partly to the fact that 
there is much less inducement to present an improper or fraudu¬ 
lent claim. 

1 100 Fed. (2) 560. 
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It is unfortunate that there was not a general agreement in 
1931 as to the proper scope of disability benefits in life insurance. 
Natural differences of opinion, individual company experience, 
and possibly also competitive considerations prevented such a 
desirable result. With the exception of a very few companies 
which had not suffered any severe loss and which decided to 
continue disability benefits on the existing basis there was a 
general revision of contracts and rates effective at, or soon after, 
the beginning of 1932. 

Out of 30 important companies 10 (including some of the largest 
in the country) decided to limit disability benefits in future con¬ 
tracts to the waiver-of-premium benefit only with the substitution 
of a 6-month for a 4-month waiting period and at a substantially 
increased premium rate. The remaining companies, in general, 
decided to offer an income benefit modified as follows: 

1. Coverage to age fifty-five instead of sixty. 

2. Monthly income, $5 instead of $10 per $1,000 insurance. 

3. Waiting period, 6 instead of 4 months. 

4. Income, in case of endowment policies, to cease at maturity 

date. 

1 

5. Basis of rates changed, equivalent to a substantial increase 
in premiums. 

The companies offering this form of income benefit also issue 
policies providing the waiver benefit with coverage to age sixty. In 
nearly all companies, it was decided that income benefits would not 
be granted to women. At the same time some companies which, 
since 1930, had been charging less than double rates for women 
raised the rate for the waiver benefit to double the rate for men. 

The provisions of the disability coverage as now generally 
offered by those companies which have continued to offer the dis¬ 
ability-income provision may be seen from the following specimen 
clause covering waiver and income. It should be remembered 
that for waiver only coverage is usually to age sixty. 

TOTAL AND PERMANENT DISABILITY 

This Agreement is issued as a part of and attached to Policy No. 
on the life of , the Insured. 
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In Consideration of the payment in advance of an additional 
annual premium of $ , which is included in and payable with 

the premium stated in said Policy and of the payment of a like sum with 
each premium after the first payable under said Policy, the company agrees 
to pay to the insured Dollars 

each month and to waive payment of premiums under said Policy upon 
receipt of due proof that the Insured is totally and presumably permanently 
disabled before age 55, as hereinafter provided. 

Upon receipt by the Company at its Home Office of due proof, as herein¬ 
after provided, that the Insured has become totally disabled by bodily 
injury or disease so that he is and will be thereby wholly prevented from 
performing any work, following any occupation or engaging in any business 
for remuneration or profit, and that such disability has already continued 
uninterruptedly for a period of at least six months (such total disability of 
such duration being presumed to be permanent only for the purpose of 
determining liability hereunder), and provided that 

(1) such total disability began before dt^fault in payment of premium 
under said Policy (or, in event of default, not later than the last day of 
grace), and that 

(2) such total disability began before the? anniversary of said Policy on 
which the Insured’s age at nearest birthday is 55, and prior to the 
maturity of said Policy, and that 

(3) such total disability did not arise from bodily injury or disease occur¬ 
ring before the insurance under said Policy took effect, and known to 
the Insured, but not disclosed in the application for the insurance 
under said Policy, and that 

(4) such total disability has been continuous from the beginning of tin? 
period of disability claimed, 

the Company will grant the following benefits: 

(a) Waiver of Premium. —The Company will waive the payment of each 
premium under said Policy falling due after the commencement of such 
total disability and during its continuance, provided, however, that no 
premium shall be waived which shall have fallen due more than one year 
prior to the date of receipt at the Home Office of the Company of written 
notice of claim, as hereinafter provided. The premium to be waived shall 
be the premium according to the mode of payment in effect when such 
total disability began. If such total disability began during the grace 
period and the Insured is in default, said Policy will be restored if the 
Insured pays to the Company the premium in default with interest thereon 
at six per cent per annum when the claim is approved. Any premium 
falling due after notice of claim is received and prior to approval of claim, 
shall be payable in accordance with the terms of said Policy, but will, if 
paid to the Company, be refunded upon approval of such claim. 



372 


LIFE INSURANCE 


(b) Income Payments. —The Company will pay to the Insured the 
monthly income stated above for the sixth and each succeeding completed 
month of such total disability during its continuancjc, but, in the case of an 
endowment policy, not beyond the original endowment period. No such 
payment shall be made for any fractional part of a month of disability nor 
for any period more than six months prior to the date of receipt at the Home 
Office of the Company of written notice of claim. If, in the opinion of the 
Compan.y, disability results from or is accompanied by mental incapacity, 
payments may, at the option of the Company, be made to the beneficiary 
in lieu of the Insured. 

Independently of any other cause of disability, the total and irrecoverable 
loss of the sight of both eyes, or of the use of both hands or of both feet or of 
one hand and one foot, shall be considered total disability. 

Written notice of claim hereunder must be received by the Company at its 
Home Office during the lifetime and during the continuance of total dis¬ 
ability of the Insured. Failure to give such notice within such times, shall 
not invalidate any such claim if it shall be shown not to have been reasonably 
possible to give such notice within such times and that notice was given as 
soon as was reasonably possible. 

Due proof of claim must be received at the Home Office of the Company 
before the expiration of one year after default in payment of premium under 
said Policy and in any event, whether or not there b(^ a default, not later 
than one year from the anniversary of said Policy on which the Insured's 
ag^ at nearest birthday is 55 or one year after maturity of said Policy, 
whichever is the earlier date, otherwise the claim shall be invalid. 

Before making any income payment or waiving any premium under said 
Policy, the Company may demand due proof of the continuance of total 
disability, but such proof will not be required oftener than once a year after 
such disability has continued for two full years. If such proof shall not be 
furnished, or if at any time the Insured shall become able to perform any 
work, follow any occupation, or engage in any business for remuneration or 
profit, no further income payments shall be made nor premiums waived 
and if any such payments arc made or premiums waived they shall con¬ 
stitute an indebtedness against said Policy unless paid to the Company. 

The sum payable in any settlement of said Policy shall not be reducejl by 
income payments made nor by premiums waived under the above provisions. 
Dividends, loan and surrender values shall be the same as if the waived 
premiums had been duly paid. Any disability benefit due but unpaid at 
the time of the Insured's death shall be payable to the person or persons 
entitled to the proceeds of said Policy. 

Disability Benefits shall not apply if the disability of the Insured shall 
result from intentionally self-inflicted injury or from military or naval service 
in time of war; nor shall these benefits apply to the Temporary Insurance or 
to the Paid-up Insurance provided in said Policy under Surrender Values," 



DISABILITY BENEFITS AND DOUBLE INDEMNITY 373 

or to any Dividend Additions provided therein under ‘‘Participation in 
Surplus—Dividends/^ 

Any premium due on or after the anniversary of said Policy on which the 
age of the Insured at nearest birthday is 55 will \h) reduced by the amount 
of premium charged for Disability Benefits. If for any reason, said reduc¬ 
tion shall not be made and said amount shall be paid to and received by the 
Company as a part of any premium under said Policy, the amount overpaid, 
with six per cent intere^st tliereon, will be refunded and the Company shall 
not incur any other or further obligation or liability. 

Upon written recpiest of the Insured on any anniversary of said Policy 
and upon return of said Policy and this Agreement for proper indorsement, 
the Company will terminate this Agreement and thereafter the premium 
shall be reduced by the amount charged therefor. 

This Agreement shall automatically terminate if any premium on said 
Policy shall not be duly paid or if said Policy shall be surrendered. 

The Benefits and Provisions contained in the Sections “Miscellaneous 
Benefits” and “Other Provisions” of said Policy shall also apply to this 
Agreement, except as to the provision of said Policy with respect to “Incon¬ 
testability” and except as to the above conditions under which said Dis¬ 
ability Benefits shall not be effective. 

In Canada, the substitution by many companies of a decreasing 
and temporary incom(» for a level income continuing for life, 
to which reference has already been made, is theoretically sound 
(from an underwriting standpoint) and goes a long way toward 
eliminating the fundamental causes of loss. Accompanied by 
stringent selection and an adequate premium basis this is, no 
doubt, a practicable system from the company’s point of view. 
The benefit to the policyholder is, however, greatly redu(;ed. 
Such a provision represents a different kind of coverage and one 
for which there will be only a limited demand. 

Causes of Disability. —The principal causes of true total and 
permanent disability and the effect of the 90-day clause on the 
distribution of claims by cause of disablement are illustrated 
in the table shown on p. 374 taken from the report of the Com¬ 
mittee on Disability Experience of the Actuarial Society (1926). 

The effect of the 90-day clause is seen in the large proportion 
of claims from accidental causes and on account of nervous 
diseases such as nervous breakdown, neuritis, etc., many of 
which would be inadmissible as permanent disability. The 
figures cited represent comparatively recent experience covering 
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only a few years and, therefore, all within the *^select period’^ 
of insurance following medical examination. Certain causes of 
disablement which are more frequent in middle and advanced 
age, such as rheumatism, apoplexy, paralysis, and blindness, do 
not as yet rank among the most important causes but will increase 
in importance as the period of observation and the proportion of 
lives at higher ages increase. 


Percentage of Disabled by Cause 


Cause 

Policies with 90- 
day clause, 
per cent 

Policies without 
90-day clause, 
per cent 

1 

Tuberculosis. 

20 

39 

Insanity, etc. 

5 

Accidents. 

18 

Cancer, tumors, etc. 

3 

7 

Non-mental diseases of the nervous 
system. 

8 

3 

Heart disease. 

2 

2 

All others. 

44 

34 


Total. 

100 

100 



The relative ^nanaaZ importance to the company of the various 
causes of disablement is not measured by their frequency as 
shown in the above table but depends on both the rate of occur¬ 
rence and the duration of disablement, i.e., the period until 
death or recovery, during which the company must pay the 
benefits. The rate of recovery and the death rate among disabled 
lives are important factors in the cost of a claim and vary con¬ 
siderably as between one cause of disablement and another. 

Considering, for example, tuberculosis and insanity, it is found 
that, while tuberculosis may cause three or four times as many 
claims as insanity, its average duration is probably not more 
than 2 or 3 years in most cases, while that of insanity claims 
may be, and usually is, several times as great. In the same way, 
although claims under 3-, 4-, or 6-months contracts may be 
several times as numerous as under true total and permanent 
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contracts, the financial difference is very much less than the 
difference might indicate since, in the former case, a large propor¬ 
tion of claims will last for only a few months. 

Administration of Disability Benefits. —As already indicated, 
the financial results of the administration of the disability features 
will be affected largely by (1) the care taken in the initial selection 
of risks, (2) the company^s attitude in the admission of claims, 
and (3) the steps taken to maintain an adequate supervision and 
review of admitted claims. 

Selection of Risks .—In considering the eligibility of an applicant 
for disability benefits, the degree of importance to be attached 
to the various elements in the risk will not be the same as for 
life insurance. In some occupations, life insurance could be 
granted at standard rates while disability benefits would usually 
either be refused or granted only at an extra premium. Farm 
laborers or probably even farmers generally are an example of this 
class of risk. In th(\se classes the rate of mortality is low, but the 
risk of disability from accident is high. Again, the physical con¬ 
dition of the applicant may necessitate a rating up or refusal of 
disability benefits while life insurance (;an be granted at normal 
rates. Thus, an applicant with severe myopia is a hazardous risk 
for disability insurance on account of the danger tliat he may 
develop total blindness. 

The applicant's personal history, either of habits or of disease, 
has an important bearing on selection. An applicant who had 
taken a cure for alcohol or drug habit would probably be ineligible 
for disability benefits but might be eligible for life insurance on 
suitable terms. 

The family history is perhaps of even greater importance in the 
selection of risks for disability insurance than for life insurance. 
Any case of apoplexy, insanity, paralysis, or tuberculosis, for 
example, must be very carefully considered in relation to the 
applicant's personal history and also in relation to his age, phy¬ 
sique, and occupation. 

With respect to disability benefits, selection as to finances 
takes on a totally different aspect and importance from that which 
it occupies in selection for life insurance. The disability provision 
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is really an indemnity against loss of earning power, and the only 
income to be considered is that derived from the applicant's 
own efforts. Attempts have been made to set standards for 
selection in relation to finances, some companies refusing to 
insure beyond one-half of the earned income, others insuring 
as high as three-quarters. In all financial selection, for both life 
insurance and disability benefits, the amount carried in all com¬ 
panies must, of course, be considered. 

The granting of disability to women has undergone radical 
modification, and, in general, benefits are now limited to the 
waiver-of-premium feature only, and then usually at double 
the rate charged for men. Experience invariably shows a much 
higher morbidity rate among women than among men. The 
age at which earning power ceases is also lower, while a large 
number of women applicants have no earned income. Very few 
companies ever insured dependent married women under the 
disability-benefits clause. This was partly due to the extreme 
difficulty of establishing the fact of total disability in such cases 
and the consequent added expense of claim adjustment. In 
mipiy cases policies issued to women provide for the termination 
of disability coverage in event of marriag(i. 

Disability benefits are now commonly granted on suitable 
terms to many classes of substandard risks and also to a small 
extent in connection with non-medical insurance. 

Admission of Claims .—The attitude of the company in regard 
to the admission of claims, f.c., whether it is liberal or otherwise 
in interpreting the terms of the policy, can make a considerable 
difference in the financial results of the business. 

Practice in regard to dating back benefits where the insured 
does not present his claim for a considerable period after becoming 
disabled will also affect financial results. The liability for dated- 
back benefits is, strictly, a matter of contract but there is room for 
difference of practice in regard to the amount of the benefits to be 
allowed under various circumstances. Knowledge of the insured^s 
disability may not be received by the company until after his 
death, when it may appear from the facts furnished in the proofs of 
death that a claim for disability benefits might have been made. 
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Many companies in these circumstances voluntarily pay the 
benefits which might have been claimed and refund any premiums 
which would have been waived, but there are differences in prac¬ 
tice in regard to the length of time for which such back payments 
will be allowed. 

Review of Claims .—The third factor in the cost of disability 
benefits is the care taken to follow up and, from time to time, 
review admitted claims in order to determine whether total disa¬ 
bility still exists. Many recoveries are not voluntarily notified 
to the company by the insured, and it is absolutely necessary to 
inspect claims periodically so that recovery may be promptly 
noted and bfmefit payments terminated. If this is not done, or if 
it. is not properly done, the cost of benefits will be greatly 
increased. 

It is evident that the smaller companies operating in only a 
few states are at a serious disadvantage in this respect as com¬ 
pared with companies operating throughout the country. The 
latter companies have' their own offices and employees and their 
own medical and inspection staff available in every state or 
most states and can, therefore, easily s(^cure reliable information 
regarding the actual condition of a disabled policyholdc^r, while 
the smaller companies must often rely on information obtainable 
only from strangers. 


DOUBLE INDEMNITY 

A provision in a life insuran(*e policy under the terms of which 
double the face amount of insurance is payable if the death of 
the insured is the result of an accident is known as a double-indem¬ 
nity clause. Such a provision seems to have little, if any, justi¬ 
fication and is one which is, and will be, a fruitful source of 
litigation, expense, and trouble. It has, however, become an 
established and popular feature of the modern life policy and 
is included in a substantial proportion of all policies issued. 

Travel Clause. —Originally two forms of double indemnity 
were offered. The first of these was the travel ” or passenger 
clause, under which the additional insurance was payable only 
in case the insured was killed as the result of an accident occurring 
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while he was traveling as a passenger in a train, *‘bus,^’ or other 
common carrier. This very restricted form of double-indemnity 
benefit is now obsolete in so far as new insurance is concerned. 

General Double Indemnity. —While death from ac^cident may 
seem a well-defined contingency, experience has shown the 
companies that, if they wish to avoid liability under the clause 
for many claims never intended to be covered and not believed 
to be covered, they must be very explicit in defining exactly 
what is meant by accidental death and in stating what, if any, 
restrictions or limitations are imposed. In fact, in view of the 
many extraordinary decisions which have been rendered against 
the companies in double-indemnity suits it seems to be a question 
whether it is possible to word the contract in such a manner as 
to effectively limit coverage to what is intended. 

A typical definition of accidental death for the purposes of 
double indemnity is as follows: Death resulting from bodily 
injury effected solely through external, violent, and accidental 
means independently and exclusively of all other causes and 
within ninety days after such injury.^^ Most policies require, 
ai^n this definition, that death result from accidental means.^^ 
This term has given rise to a good deal of difference of opinion in 
the courts in specific cases where the means’^ were not acci¬ 
dental but the result was. Thus, in one instance the insured 
died as the result of intentionally drinking, from the usual faucet, 
water believed to be pure, but which had accidentally been con¬ 
taminated. In that case the company had to pay the double 
indemnity. In other cases which have been the subject of 
litigation, death has occurred while the insured was being oper¬ 
ated on under an anesthetic, and the same question as to “acci¬ 
dental means has arisen. Experience has, therefore, led the 
companies not only to define the contingency with great care 
but to add conditions and restrictions, some of which were not 
originally thought necessary, if thought of at all. Some com¬ 
panies thus require “a visible contusion or wound on the 
exterior of the body except in case of drowning or asphyxia¬ 
tion,^^ while some add a clause to cover “internal injuries revealed 
by autopsy. 
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An illustration of the peculiar difficulties of this form of cover¬ 
age is found in the fact that some companies have found it 
necessary to exclude all deaths from poison, whether taken or 
administered intentionally or not, as well as deaths from the 
inhaling of any kind of gas. In cases of poisoning the question 
of suicide nearly always arises.' Frequently it is difficult or 
impossible to prove suicide, and payment of double indemnity 
must be made in many cases where death was not accidental at 
all. A similar situation exists in the frequency of deaths from 
inhaling carbon monoxide gas (as from an automobile exhaust). 
A large number of such deaths are suicides, but because of the 
absence of anytliing in the w^ay of paraphernalia (as would 
usually be found where death was by shooting, hanging, or 
poison) suicide cannot be presumed. There are other ways of 
committing suicide which are likely to be recorded as accidental 
death—as by a deliberat(i automobile accident^'—but the com¬ 
pany cannot exclude all of them. 

“ Accidentar^ deaths not generally covered by the double- 
indemnity clause are those caused by (1) suicide, (2) self-inflicted 
injury, (3) military or naval service in time of war, (4) engaging 
in any riot or insurrection, (5) committing crime or breach of the 
law, (6) participation in aeronautics, except, in some cases, as 
a regular passenger on an established air route, and (7) disease 
or bodily infirmity. 

Premiums and Reserves, —The accidental death rate, z.c., 
the annual probability of death by accident, increases with age. 
The increase is, at first, very slow, and, in fact, for a time the rate 


Accidental Death Rate 


Age 

Rate per 
thousand 

Age 

Rate per 
thousand 

16 

0.9 

45 

0.7 

20 

0.8 

50 

0.9 

25 

0.6 

55 

1.1 

30 

0.4 

60 

1.4 

35 

0.5 

65 

1.7 

40 

0.6 

70 

2.1 
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shows a slight decrease, the rate at very low ages being somewhat 
higher than in early middle age, but after about age forty the 
increase is rapid. This will be seen from the table^ on page 379 
which is based on the combined experience of about a dozen of the 
principal companies. 

Premium Rates .—It is evident from these figures that the cost, 
i.e., premium rate, will depend very much on whether the cover¬ 
age is to continue for life or is to cease (as in the case of disability 
benefits) at a specified age and, if so, at what age. It is now usual 
to limit double-indemnity coverage to age sixty-five or, in some 
cases, to age sixty, but many contracts are in force which include 
double-indemnity coverage for life or to age seventy. The 
difference in cost (on the basis of the above accidental death rates) 
is shown in the following table of net premiums. 


Double Indemnity Net Premiums per $1,000 
Combined Accidental Death Kates, 1934, with American Experience 
Mortality and 3 Per Cent Interest 


Age 


Coverage to 


60 

65 

1 

i Life 

1 

25 

$0.61 

$ 0.65 

1 *0.69 

$0.79 

35 

0.72 

0.79 

; 0.85 

0.99 

45 

0.91 

1.00 

1.08 

1.31 

55 

1.16 

1.29 

1 1 .41 

1.78 


Formerly many companies charged a uniform gross premium 
of $1 or $1.25 per $1,000 at all ages (with of course correspond¬ 
ingly larger premiums for limited payment policies). Other 
companies had adopted a premium rate graded by grouped ages, 
increasing from $1 at the lowest ages to $2 or more at the highest 
age at which the benefit was issued—usually age fifty-five. 

It will be seen from the above table that even for limited 
coverage a gross premium of $1 is sufficient only at the 
lower ages. The majority of companies have now adopted a 
scale of premiums graded by age. Because of the temporary 
1 Trans. Actxiarial Soc. America, XXXV, 395 (1934). 
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decrease in the death rate referred to above,', the same rate is, 
however, usually adopted for all ages up to about age twenty-five 
or thirty with a progressive increase thereafter. 

Reserves .—In the past, reserves for the double-indemnity bene¬ 
fit were very generally held on a '^1-year termbasis, the reserve 
simply being the premium for the unexpired portion of the policy 
y(iar at the rate of $1 per $1,000 of insurance, with appropriate 
modifications for limited payment policies. Because of the 
increasing accidental death rate, reserves should be accumulated 
on the same principles as for level-premium life insurance. 
Where the coverage is limited to age sixty or sixty-five the aggre¬ 
gate reserves on the $1 (term) basis might for some years equal 
or exceed the aggregate true reserves (particularly if the majority 
of business in force was at the lower attained ages), but eventually 
such reserves would be insufficient. Where coverage extends to 
a higher age or for life they would be insufficient almost from the 
start. 

As in the case of disability benefits, there has been, in the past, 
some underestimation of premium rates although not to anything 
like the same extent. Most companies have consistently showed 
a profit from double indemnity in their gain and loss exhibits. 
To the extent that such profits have resulted from the use of an 
inadequate reserve basis they have been fictitious. A further 
element in determining the true profit or loss from double indem¬ 
nity is expense, which does not enter into the calculation of the 
amount shown in the gain and loss exhibit. The expense rate, 
in view of the large number of improper claims and the con¬ 
sequent additional expense of inspection and litigation, is 
relatively high. 



CHAPTER XV 


GROUP INSURANCE 

Group insurance is the most important dev6>lopment of life 
insurance in recent years. Under the group plan a large number 
of persons are insured by a blanket policy, without medical 
examination and at a low cost. Except as stated below, the group 
must be composed of employees of a common employer, and the 
system is, in any case, best adapted to provide insurance for such 
a group although, apart from legislative restriction, it could be 
applied to groups composed in other ways. It may be said, 
however, that the restriction is a good one since an employee 
group is almost the only type of group in which selection adverse 
to the company can be practically eliminat(?d. The application 
of ^e group system to non-employee groups involves serious 
difficulties which may entirely offset the advantages of the plan. 

Group insurance originated in the early years of the present 
century and has had a rapid growth since that time. On Dec. 31, 
1938 the amount of group insurance in force was approximately 
14 billion dollars. About 8,500,000 persons are insured under 
group policies. Investigations have shown that many of the 
insured employees have no other life insurance, and comparatively 
few carry individual policies in amounts more than sufficient to 
defray modest burial expenses. The group plan has, therefore, 
extended the benefits of insurance to millions of persons otherwise 
practically unprotected. 

The principles underlying group insurance are the same as 
those underl 5 dng ordinary life insurance, the group being the 
unit of selection instead of the individual life. Thus medical 
examination may he dispensed with, as the elements of selection 
against the company, such as the individual selection to take or 
not to take insurance and also the selection of the amount of the 
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insurance by the person insured, are eliminated either entirely 
or in large part. Provided the group, as such, is carefully selected, 
the company may expect an average mortality experience by 
insuring a sufficient number of groups. Even a single large 
group may be expected to show an average rate of mortality 
from year to year, but it is not necessarily anticipated that every 
group will pay its own way, only that there will be an average 
experience for the groups as a whole. Although all groups include 
a proportion of substandard and uninsurable lives, experience 
has shown the rate of mortality among persons insured under 
group contracts to be low. 

Legal Definition of Group Life Insurance. —In 1918 the 
National Convention of Insurance Commissioners recommended 
the adoption of the following standard definition of group life 
insurance: 

Group life insurance is hereby declared to l)e that form of life insur¬ 
ance covering not less than fifty employees with or without medical 
examination, written under a policy issued to the employer, the pre¬ 
mium on which is to be paid by the employer or by the employer and 
employees jointly and insuring only all of his employees, or all of any 
class or classes thereof determined by conditions pertaining to the 
employment, for amounts of insurance based upon some plan which 
will preclude individual selection, for the benefit of persons other than 
the employer; provided, however, that when the premium is to be 
paid by the employer and employee jointly and the benefits of the 
policy are offered to all eligible employees, not less than seventy-five 
per centum of such employees may be so insured. 

This definition has been adopted by a majority of the larger 
states. Some states, such as New York, have extended the defi¬ 
nition so as to include among the insurable groups (1) units of 
the national guard, (2) units of state troopers or state police, (3) 
members of labor unions, (4) borrowers from one financial institu¬ 
tion, and (5) other special groups. There is some difference of 
opinion as to the advisability of the extension of group life 
insurance to these classes or to any class where there is no relation¬ 
ship of employer and employee, with the exception of creditors^ 
groups, class (4) above, which may be safely underwritten on the 
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group plan. A very important feature of the usual policy is the 
payment by the employer of all or part of the necessary premiums, 
that being, in fact, a requirement of the law as quoted above. In 
none of the special groups mentioned (except creditors, where the 
creditor pays the premium) can the premium be paid by the 
nominal policyholder, and, although in the case of labor unions 
the amended law provides for payment of premiums by the union 
or by the union and its members jointly, the funds of the union 
are the property of its members, and thus the members, in effect, 
pay all, whatever the nominal arrangement may be. In the case 
of units of the national guard or of state troops or polices the 
amended laws provide for payment of the entire premium by 
the persons insured, a fc^ature which, as will be explained, destroys 
one of the fundamental rules of the group idea since it involves the 
impracticable step-rate plan of annually increasing cost to the 
individual insured. In such cases it may be arranged that all 
pay the same premium (the average premium) irrespective of 
age. This leads to the same result as the step-rate plan sincje 
the younger members are likely to be dissatisfied with this 
arrangement and may refuse to join or to continue—thus further 
increasing the average cost. 

The legal, or standard, definition of group insurance as given 
above forms a condensed description of group insurance. Every 
clause in it is of importance, and it will now be examined in detail. 
The discussion will be based on the New York law. 

Number of Persons Insured, —In the first place, group life 
insurance is restricted to groups of not less than 50 persons, or 
in the case of creditor groups, not less than 100 new entrants each 
year. If the employer pays the whole pr(unium he must insure 
everyone, or everyone in a class determined by conditions pertain¬ 
ing to the employment. If the employees pay a part of the cost, 
at least 75 per cent of them must be insured. The requirement 
that eligibility for the insurance must be based on conditions 
pertaining to the employment is an important factor in reducing 
adverse selection by the employer or employees and the possibility 
of the employer discriminating in selecting which employees or 
groups of employees may be insured. 
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The principal object of fixing a minimum number is to insure 
that the groups will be large enough to provide a reasonable 
probability that average mortality will be experienced. Where 
the group is large there is little or no likelihood that the insurance 
is taken because the health of the members of the group is below 
the average, but this might easily be the case in a group of, say, 
10 or 20 lives. The other benefit of d(3aling only with groups 
of substantial size lies in the saving in expenses. The larger 
the group the lower will be the rate of expense. At the same 
time, 50 is possibly a somewhat greater number than is necessary 
for the fair operation of the system, under certain circumstances, 
and, in fact, this limitation has giv(m rise to a special form of 
group insurance known as wholesale insurance, which is applicable 
to groups of less than 50 but not less than 10 persons. 

Wholesale Insurance .—Under the wholesale plan a separate 
application is made by each person in the group, and a separate 
policy is usually issued for each person insured, although in some 
cases a master policy is issued to the employer, with certificates 
to the emi)loyees, as in group insurance. The jJan of insurance 
and the system and machinery of taking care of it are, however, 
practically identical with those used in regular group insurance. 
The insurance is issued under conditions which eliminate personal 
selection on the part of those insured and, as a rule, without 
medical examination, although a simple form of personal health 
statement is usually required from each employee. The premium 
must be paid by the employer in whole or in part, while the 
amount of insurance is not elected by the insured but is fixed 
according to schedule on the same principles as for regular group 
insurance. There is thus little difference in effect between 
wholesale insurance and group insurance except that in the former 
the insurance company may decline the applications of any 
employees who appear to be uninsurable. In this way the com¬ 
pany can, if necessary, eliminate any bad risks and protect itself 
against the greater degree of adverse selection to be expected 
in the case of small groups. The intention, however, is to cover, 
so far as deemed practicable, all employees, in the same manner 
as under a group policy where larger numbers are involved, 
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and the company must take a liberal attitude if the plan is to 
be of benefit. The plan is, strictly speaking, applicable only 
to groups which do not contain an abnormal proportion of 
unhealthy lives but which are too small to come within the 
legal requirements for group insurance. Because of the smaller 
size of the group, and the correspondingly higher expense rate the 
premium rate is ordinarily somewhat higher than for regular 
group insurance. 

Employees. —Except as already stated, the persons insured 
by a group policy must be the employees of a common employer. 
The employer may be an individual, a partnership, or an associa¬ 
tion. A group policy can not be issued to the members of a club 
or association, for the purpose of reinsuring an assessment society, 
for providing death benefits for the members of voluntary societies 
of other descriptions, or for other similar purposes. The main 
reason for these exclusions is that, since group insurance is 
invariably on the 1-year renewable term plan, which involves an 
annually increasing cost in respect of any individual (although not 
necessarily for the group as a whole), it is entirely unsuitable 
wh&e each person pays the entire cost of his own insurance as 
would be necessary in the cases cited. 

Medical Examination. —Group insurance may be written 
either with or without medical examination, but in practice is 
written without medical examination. This is a distinctive 
feature and one of the greatest advantages of the plan. In any 
group there is probably a certain proportion of persons who could 
not obtain life insurance on the ordinary terms, if at all, because 
of physical defects or other reasons; but in a group of the neces¬ 
sary minimum size, consisting of active employees working 
full time, it may be assumed that there is not a disproportionate 
number of unhealthy lives. Hence individual medical examina¬ 
tion is not required, because it is the group and not the individual 
which is selected. Moreover, a plan of group insurance which 
involved medical examination would be entirely impracticable 
because of the expense involved. By eliminating medical 
examination the expense is considerably reduced. In small 
groups employees who are away sick at the inception of the 
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scheme are usually excluded until recovery, but in larger groups 
they may be included.. 

Contracting Parties. —The policy is issued to the employer 
who applies for the insurance, makes the contract with the 
insurance company, and is the policyholder. The insurance 
company has no direct contractual relation with the employees 
even where the latter, as is now usual, make a contribution to the 
cost of the insurance, through payroll deduction. The insurance 
company merely issues a certificate to each employee stating that 
he or she is a member of the group and is included within the scope 
of the policy. The certificate gives particulars as to the amount 
of insurance and the name of the beneficiary who is to receive 
payment in event of the death of the insured. It also contains a 
statement of the right of the employee to take permanent insur¬ 
ance without medical examination in event of termination of 
employment.^ 

Payment of Premiums. —The entire premium is remitted to the 
insurance company by t he employer, and he may deduct a part of 
the cost of the insurance from the wages of his employees, if they 
have authorized such deduction. FJxcept in the case of national- 
guard, state-troop or police units, and certain associations of 
civil-service employees, the employee may not pay the whole cost 
of the insurance. If an employee were required to pay the whole 
cost, he could not be included in the policy unless by his own 
consent, and some would not consent. There would, therefore, 
be an element of individual selection which is not permissible in a 
group policy if average results are to be obtained. The same 
objection applies, but in a smaller degree, where the employee 
pays a part of the cost. As, however, this may be, and usually is, 
considered a more desirable arrangement, it is permitted provided 
not less than 75 per cent of all eligible employees are insured. 
In this way the possibility of any adverse results from individual 
choice as to participation in the plan is very much reduced. 

There are thus two general plans of group insurance dis¬ 
tinguished according to whether the employer pays the whole cost 

^ The terms of the group policy and of the individual certificates arc more 
fully dealt with later in this chapter. 
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of the insurance or only a part of it and known, respectively, as the 
non-contributory and the contributory plans. The non-contribu- 
tory plan was, at one time, the most popular, but recently most 
of the group insurance issued has been on a contributory basis. 
Probably the insurance now written on the contributory basis is 
95 per cent of the total. 

The non-contributory plan has several very important advan¬ 
tages. The chief of these is that all employees are included, 
and the dependents of all employees in the group are provided for. 
Under this plan the details of the scheme are simplified and the 
expense and possible annoyance of making payroll deductions are 
avoided. 

On the other hand, there are good reasons for favoring a con¬ 
tributory plan. The real object of group insurance is to enable 
employees as a group to obtain,/or thernselves, through thci medium 
of their employer, a basic minimum amount of insurance at the 
minimum cost. It is not the idea that the emp)loyer should give 
his employees something for nothing. Theoretically, there is 
no objection to a plan where the employees pay the entire cost 
and?the employer is merely the intermediary for collec^tion of 
premiums (as in payroll deduction or salary allotment insurance), 
but, as has aln^ady been explained, there are practical objections 
to such a course for term insurance on a purely contributory 
basis since safe group insurance probably could not be attained in 
these circumstances without a certain degree of medical selection. 
The cooperative plan under which both employer and employee 
share the cost is reasonable and mutually advantageous. From 
the employer's point of view the establishment of a group insur¬ 
ance plan may result in certain advantages such as stability of 
employment and relief from moral liability for financial relief in 
certain circumstances. From the employee\s point of view th(' 
insurance is obtained at an actual cost which is never as high as 
and, in practically all cases, is substantially below the rate for 
which the same insurance could be individually secured. In the 
case of some employees insurance could not be obtained at all. 

Under contributory plans the employees usually contribute 
the same amount per month per $1,000 of insurance, regardless 
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of age, even though the insurance is on the 1-year renewable term 
plan which involves an increase in premium every year in respect 
to each employee. To increase the contributions each year 
would be an objectionable feature from a practical standpoint, 
and, therefore, it is arranged that the employee will pay a flat 
amount, and the employer will pay the balance, whatever it may 
be. The employees usually contribute 60 cents per month per 
$1,000 of insurance which is a great deal less than most employees 
would have to pay for individual insurance even on the term plan 
and is not more than even the youngest employees would have 
to pay. Contributions are deducted by the employer from 
wages, generally monthly, although some employers go to the 
increased trouble of making deductions weekly from the wages 
of employees paid weekly. 

A contributory plan naturally involves a little more detail 
work in its operation. It is necessary to secure the applications 
of the required three-fourths of the total number of eligible 
(employees and their written authorization to the employer to 
deduct their weekly or monthly contribution from their wages 
or salary. After the plan is in operation new employees must be 
canvassed, and it is desirable that steps be taken to maintain the 
group well above the 75 per cent minimum standard. Another 
point is that, while in a non-contributory plan all, including new 
employees, are automatically insured from a fixed date, under a 
contributory plan it is necessary to allow some tim(? for employees 
to decide whether they will take the insurance. Where an 
employee does not elect to take the insurance when eligible but 
later wishes to do so it may be necessary for him to furnish 
evidence of insurability. However, in practice he is usually 
permitted to make application in advance of the date of his 
eligibility, so that his insurance ordinarily becomes effective on 
the date of eligibility. 

An important advantage of the contributory basis from the 
employees^ point of view is that there is much less likelihood that 
the employer will discontinue the policy if he is not paying the 
whole premium. However, the lapse rate among group policies 
on either the contributory or the non-contributory basis is, in 
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fact, very low. It is also reasonable to assume that unless the 
employee pays part of the premium he will not take much interest 
in the plan and may fail to appreciate it. In fact he may actually 
oppose it as paternalistic.'' 

It would appear, both a priori and on the basis of experience, 
that, from all points of view—that of the employer, that of the 
employee, and that of the insurance company—the most satis- 
factory arrangement is the contributory plan. 

Classes of Persons Insured. —A group may include all of the 
employees or all of a class, provided the * ^class'' is determined 
on the basis of conditions pertaining to the (employment. In a 
railroad company, for example, the wages staff or the salaried 
staff or the supervisory forces might comprise a group. It is 
usual to exclude from coverage employees who have completed less 
than 1 month or some other period of service, since a short pro¬ 
bationary period is desirable in order to eliminate a great deal of 
unnecessary work on account of transient or temporary employees. 
Again, when an employer has several plants, the insurance plan 
may apply to one or more of them, not necessarily to all. 

‘Amount of Insurance. —The amount of insurance or, as it is 
sometimes called, the formula, or schedule., of insurance must be 
based upon some plan which precludes individual selection; that 
is, the amount of the insurance on any individual must be fixed 
by rule and must not be subject in any way to his own election. 
There are five general methods for determining the amount of 
insurance; (1) It may be the same for all employees; (2) it may be 
based on the employee's salary; (3) it may be based on the 
employee's position; (4) it may depend on length of service; 
or (5) it may depend on several of those factors. 

The first of these methods has the advantage of simplicity. 
It is open to the obvious objection that an amount which is 
adequate and suitable in the case of one employee may not be 
so for another, a junior clerk having the same insurance as a 
married employee of many years' standing or as a high-salaried 
officer of the company. 

The second plan is probably the best where, as is now usual, 
the employee contributes a part of the cost. Under this plan the 
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amount of insurance is usually approximately 1 or 2 years’ salary 
or wages, or the amount may be graded in some other way. 


Example of Salary Schedule 


Yearly earnings 

Amount of 
insurance 

Monthly 

contribution 

$1,000 or less. 

$1,000 
2,000 
3,000 
5.000 

$0.60 

1.20 

1.80 

3.00 

$1,001 to $2,000. 

$2,001 to $3,000. 

Over $3,000. 



Insurance based on the amount of salary or wages is an 
improvement over the simple plan of providing a flat amount of 
insurance for all and is a system which has been very widely 
adopted. It adjusts the amount of insurance to the employee’s 
needs, and the amount of his contribution to his ability to pay. 

The third method of determining the amount of insurance is 
that under which the amount is graded according to position 
held. For example, the schedule may be as follows: 


Execu tives. $3,000 

Foremen and department heads. 2,000 

Other employees. 1,000 


The fourth formula for determining the amount of insurance is 
that under which the amount is made to depend on length of 
service. This is more suitable for non-contributory than for 
contributory schemes. It does not work well under a con¬ 
tributory scheme because of the increases in contribution. 
Usually the insurance commences at a minimum amount of 
$250 or $500 for employees having less than 6 months or 1 year 
of service and increases by degrees to a maximum of $2,000 or 
$3,000 according to a scale stated in the policy. This plan has 
the advantage of giving recognition to long service and thus of 
encouraging permanence of service. It does not, however, 
distinguish between the differing needs of high-paid and low-paid 
employees and their ability to pay, unless different classes are 
insured on different schedules. Under either a contributory or 
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non-contributory plan a service schedule is likely to result in an 
increasing average premium cost to the employer, because 
the percentage of the total amount of insurance on the older 
employees with longer service tends to increase. 

It is necessary to place a reasonable limit on the maximum 
amount of insurance that will be issued to any class in a particular 
group to prevent the selection against the insurance company 
which would arise if very high amounts of insurance were allow¬ 
able since these very high amounts might be chosen by the 
employer whose executives were in bad health; and also to pre¬ 
vent violent fluctuations in the mortality rate of the group. At 
present (March, 1939) the maximum amount of insurance that 
will be issued in any group by most insurance compani(\s is 
determined by (1) the total amount of insurance in the group 
and (2) the amounts of insurance on the lives of the 50 employees 
insured for the highest amounts. 

Sometimes it is suggested that an employee should be per¬ 
mitted to take, at his own option, additional insurance at group 
ra^es. Such an arrangemcuit could not be permitted (even if it 
were legal) since an employee in poor health would be likely to 
avail himself of this privilege to the maximum extcuit-, while 
many of those in good health would not do so in spite of the 
favorable terms for such insurance as compared with the cost of 
insurance obtainable elsewhere. There would, therefore, bo 
selection against the company. It cannot be too clearly under¬ 
stood that in group life insurance the elimination of individual 
selection on the part of the persons insured is fundamental. It 
would not be desirable to allow this privilege even with medical 
examination, since the premium rate is not sufficient for the 
expense incident to individual insurance. 

Beneficiary. —The insurance must be for the benefit of persons 
other than the employer, and the policy generally states in effect 
that the insurance shall be payable to the beneficiary named by 
the employee as set forth in his individual certificate. The 
employee has the right to change the beneficiary if he wishes. 

In order to avoid, as far as possible, the expense and delay of 
paying policy proceeds to an employee's estate in the event that 
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the beneficiary has died or no beneficiary has been named, the 
policy may contain a provision specifying to whom the insurance 
shall be payable. This usually provides for payment to one of 
various alternate successive preference beneficiaries, such as wife 
or husband, children, or parents. 

Plan of Insurance. —Group insurance is now almost invariably 
written on the 1-year renewable term plan. A very few group 
policies have been issued on other plans, but experience has shown 
that the 1-year renewable term plan is the most practicable basis. 
The additional cost and the adjustments which would be neces¬ 
sary in event of termination of service as well as other complica¬ 
tions have rendered other plans unsuitable for this purpose. 
The 1-year term plan is simple and cheap. It is well adapted 
to the insurance of employees who form a fluctuating group, 
since adjustments of premiums on account of new entrants and 
withdrawals are easily made, and there are no equities to be 
adjusted. 

Policies issued before the latter part of 1932 provided that 
insurance would be payable either at death or in the event of 
total and permanent disablement before age sixty. In the latter 
case the insurance would be payable in instalments, usually 
over a period of 5 years. This disability benefit is not now 
included in new^ policies and has been removed, by agreement 
wdth the employer, from many policies issued in the past. The 
reasons for the elimination of disal)ility benefits are mindi the 
same as are discussed elsewhere in connection with permanent 
and total disability benefit clauses in ordinary policies. Policies 
issued during the period 1933 to 1937 provided for the payment 
of death claims filed during a period of a maximum of one year 
after termination of employment if the employee had b(^en 
totally and continuously disabled since the date of termination 
of employment and death had occurred before age 65. This 
clause has now been replaced by a provision for the payment of 
death claims occurring after termination of employment, with 
no limitation on the duration of time between the termination 
of employment and the date of death, if the employee becomes 
totally disabled before age 60 and such disability continues 
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uninterruptedly from the date of termination of employment 
to the date of his death, provided evidence of the continuance 
of such total disability is presented to the insurance company 
once a year for the entire period of disability. 

Cost. —The cost of group insurance is very low—usually about 
1 per cent of the total amount insured. The actual cost per 
thousand depends on the nature of the industry and upon the 
distribution of the employees by age. Even when (compared 
with the cost of temporary insuraiuje when taken by individuals, 
group insurance is relatively inexpensive. This is partly because 
a favorable mortality experience is to be expected but chiefly 
because of the saving in expenses. The cost of medical examina¬ 
tion is eliminated, while the commission payable is at a much 
lower rate than for individual insurances on the term plan, 
particularly for large groups since the rat(^ of commission decreascis 
as the total premium increases. The administrative expenses 
of the insurance companies are lower than for individual insur¬ 
ances because they have developed and are still developing simpli¬ 
fied methods of accounting for large numbers of items on a 
griped basis. 

The minimum rates of premium in the case of companies 
operating in the state of New York have been regulated by law 
since 1926 in order to keep the companies from accepting group 
business at inadequate rates in the course of competitive bidding. 
These rates, which are based on the net premium by the American 
Men Ultimate Mortality Table increased by a small loading, are 
used for both participating and non-participating policies. 
However, in the case of non-participating companies, the policy 
usually calls for periodic adjustment of premiums on an experi¬ 
ence basis, and participating policies have provisions for rate 
changes as well as dividends, so that the use of the same pre¬ 
mium rates for both classes of policies does not involve any 
inconsistency. New York has also fixed certain minimum extra 
premiums for special occupational hazards in various industries. 
These extras and the basic premiums themselves are merely the 
initial rates upon which the policy is Issued, the actual cost 
thereafter being determined either by dividends or by premium 
revisions. 
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Th(' tabic below shows, at quinquennial ages, the annual 
and monthly rates of premium for initial coverage. These are 
the minimum standard rates. Premiums increase with age 
attained as explained below. Typical rates of annual premium 
for (participating) wholesale insurance (groui:)s of from 10 to 49 
persons) are added for comparison. These are higher than for 
regular group insurance. 


Premium Rates per $1,000 


Age 

Group insurance. 

(New York standard rates) 

Wholesale insurance. 
(Specimen partici¬ 
pating rates) 


Annual 

Monthly 

Annual 

16 

$6.39 

$0.46 

$7.68 

20 

6.87 

0.50 

8.18 

26 

6.27 

0.64 

8.60 


6.43 

0.55 

8.77 

36 

6.76 

0.58 

9.12 


7.86 

0.67 

10.27 

46 


0.86 

12.55 

60 

13.78 

1.18 

16.51 

66 

19.87 

1.71 

22.92 

60 

29.39 

2.52 

32.94 

66 

43.83 

3.76 

48.14 

70 

66.34 

6.61 

70.78 

76 

96.82 

8.31 

103.92 

80 

142.09 

12.20 

161.57 


The premium for group insurance may be paid by the employer 
annually, semi-annually, quarterly, or monthly. Where the 
premium is paid annually the cash adjustments on account of 
terminations and of new employees are made annually or period¬ 
ically throughout the year, usually monthly. Where the pre¬ 
mium is paid at shorter intervals, as monthly, these adjustments 
are made on the premium due dates, the premium payable being 
based on the net amount of insurance in force on the due date of 
the premium. 

When the group policy is issued on a contributory basis the 
amount paid by any employee should not be more than it would 
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cost him to take similar insuraii(;e elsewhere. Since it is imprao 
ticable to vary the employee’s contribution according to age, 
this means that the maximum contribution payable by any 
employee must be regulated with reference to the rate of premium 
payable at the lowest age. The usual rule is that the maximum 
rate of contribution payable by any employee in a standard 
occupational group shall be 60 cents per month per $1,000 of 
insurance. If this is the rate adopted for the employee’s con¬ 
tributions it will be seen from the table of rates that einploye(is 
at ages up to about thirty-five are paying more than the total 
cost while older employees are paying less than cost, and very 
much less at high ages. 

This arrangement is not objectionable. Every employee pays 
less than it would cost him to insure himself. Moreovc^r, those 
who are young now will be older later and will then have the 
benefit of the employer’s contributions, while the employer may 
well take the position that he is willing to pay a large share of 
the cost for an employee of many years’ standing but not for a 
recent employee wiio gets a sufficient benefit by admission to 
the group with the privilege of insurance at very low^ rates. 

The total initial premium payable by the employer is calculated 
by adding together the individual premiums obtained by multi¬ 
plying the amount of insurance on the life of each emj)loyee by the 
premium rate at his attained age. From this total initial pre¬ 
mium an average premium per thousand is calculated upon the 
basis of whic.h all adjustments for new entrants and terminations 
during the year are made, irrespective of the actual ages of the 
individual new employees or of employees terminating service. 
At the end of each policy year a new average premium is ordi¬ 
narily determined, based on the age distribution at that time. 

In estimating the total amount of premium payable it would 
not be correct to apply the rate of premium for the average age 
to the total amount of insurance. The following illustration, 
taken from the group manual of one of the principal companies, 
illustrates how serious the error involved in this procedure might 
be. A group of nine persons are insured for $1,000 each, the 
premium being as follows: 
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Age 

Premium per $1,000 


15. . 

. $ 5.39 


20. . 

. 5.87 


25. . 

. 6.27 


30.. 

. 6.43 


35. . 

. 6.76 


40.. 

. 7.85 


45. . 

. 10.02 


50. . 

. 13.78 


55. . 

. 19.87 

Total of age.s, 

315 

Total premium, $82.24 

Average age, 

35 

Average premium, 9.14 


The average premium corresponds to an age about 10 years 
higher than the average age. This is because the rate increases 
more rapidly as age increases. 

The total premium cost where each employee is insured for 
the amount of his annual salary will be greater than where the 
insurance is a flat amount for each employee, if the total amount 
of insurance for the whole group is the same. This is because 
on the former basis the larger amounts of insurance are, in 
general, on the livi^s of the older employees for whom the premium 
rates are higher. The same considerations apply where the 
amount of insurance is made to depend on length of service. 
It would, therefore, be incorrect to estimate the total premium 
cost on either of the two latter plans by appl3dng the premium 
rates at each age to the average amount of insurance. These 
illustrations show some of the dangers of making rough estimates 
of the cost of group insurance. 

When the policy is effected the employer must furnish a census 
of all employees eligible for insurance who are to be included in 
the policy. The initial coverage or total initial amount of 
insurance is ascertained in accordance with the formula of 
insurance to be adopted, and the initial premium payable 
obtained as indicated above. 

Adjustment of Rates ,—The policy contains a provision for 
readjustment of the premium rates. The original premium 
rates are guaranteed against increase, sometimes during the first 5 
years of the policy, sometimes during only 1 year. Rates may be 
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increased on any anniversary after the original guarantee 
period has expired. Increases in rates may not be made 
retroactive. 

Under participating policies, dividends are usually payable 
annually, and in some cases there is also a provision for the reduc¬ 
tion of premium rates under an experience rating plan. Under 
non-participating policies, the premium rates may be subject 
to reduction under an experience rating plan, and in some cases 
there is a provision that reductions will be made retroactive 
for the policy year just completed and that a consequent refund 
of premium will be paid the employer. This refund under non¬ 
participating policies is similar to the dividend under participat¬ 
ing policies. 

In determining dividends and rate reductions, the mortality 
experience of the specific group and the mortality experience of 
the group business as a whole are usually taken into account; 
sometimes, also, the mortality experience in the industrial 
classification to which the group belongs is considered. 

Substandard Groups ,—Where a group is composed either 
entirely or partly of persons subject to extra hazard an extra 
premium is necessary. Since the insurance is on the 1-year 
term plan the extra premium required is merely the amount 
necessary to meet 1 year's excess of claims over the normal 
number (except in industries where an extra premium is necessary 
because of a possible catastrophe hazard) and will represent 
approximately, at each age, the difference between the expected 
and tabular rates of mortality. The only reasons which arise 
in practice for an extra rating are occupation or race, and for 
practical purposes it is generally assumed that the extra premium 
required is the same at all ages. Where only a portion of the 
total number of employees is subject to the extra hazard a modi¬ 
fied extra premium is calculated which is applicable to the group 
as a whole. Thus, if 25 per cent of the persons in a group are 
subject to an extra hazard which would necessitate an additional 
premium of $4 per $1,000 insured (the remaining 75 per cent 
not being subject to extra hazard), the whole group is insured 
at a rate of premium increased by $1 per $1,000. In such a case 



GROUP INSURANCE 


399 


all employees in a contributory group would pay the same rate of 
contribution. This avoids the necessity of distinguishing 
between different classes of risks in the same group in making 
the monthly, or other, premium adjustments. 

Thus, in general, rates for group insurance are on the basis 
of industry and not according to individual occupational groups 
within an industry. This simplifies the practical handling of 
details very considerably and causes no injustice so long as each 
individual is paying less for his insurance than he would pay for 
an individual policy. 

Terms of the Policy and Certificates.^ —Most of the important 
provisions of group life insurance policies have been mentioned 
in the foregoing paragraphs. In addition to these the policy 
usually contains such of the customary standard policy provisions 
as are applicable to group insurance. The insurance law of the 
state of New York, which is typical, requires the following 
standard provisions to be included in group policies: (1) an incon¬ 
testable clause, which does not differ much from that required in 
ordinary life insurance policies (but which has little meaning 
in a group policy); (2) a provision that the policy and the applica¬ 
tion or applications submitted in connection therewith shall 
constitute the entire contract between the parties, and that all 
statements contained in such application shall, in the absence of 
fraud, be deemed representations and not warranties, and that 
no such statement shall be used in defense to a claim under the 
policy, unless it is contained in a w^ritten application; (3) a pro¬ 
vision for a suitable adjustment in event of misstatement of age; 
(4) a provision that the company will issue to the employer, for 
delivery to the employees, individual certificates stating the 
amount of insurance and to whom it is payable and containing a 
statement that in event of termination of employment for any 
reason the employee shall be entitled to have issued to him, with¬ 
out further evidence of insurability, a policy for the same amount 
on any permanent plan of insurance customarily issued by the 
company at the regular rate of premium applicable to his age at 
that time; (5) a provision that all new employees eligible for 

^ See Appendices D and E for specimen group policy and certificate. 
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insurance, and belonging to the same class as those insured under 
the policy, will be added to the group. 

Adjustment because of misstatement of age is efTect.od in a 
manner somewhat different from the method usually adopted 
for individual life policies. The amount of the insurance in a 
group policy is determined in accordance with a specdfied for¬ 
mula, and it is not desirable that this be changed (as in the 
proportion which the premium paid bears to that which should 
have been paid for the same amount of insurance at the true 
age, the usual method of adjustment in individual life insurance), 
since the employee may not have been responsible for the mis¬ 
statement. A more suitable arrangement is to provide that 
in event of understatement of age the employer shall pay to 
the company the arrears of premium with or without interest, 
while if the age has been overstated the company shall similarly 
refund the excess paid, the amount of the insurance remaining 
unaltered. 

The insurance company must issue to the employer, for 
delivery to each employee, a certificate describing the benefits 
an^ privileges which the latter receives under the plan. The 
certificate sets forth briefly the main provisions of the group 
policy in so far as they affect the employee. Usually the cer¬ 
tificate also embodies an announcement by the employer explain¬ 
ing the benefits of the plan. 

The provision appearing in the policy and in the certificates 
giving withdrawing employees the right to obtain permanent 
insurance at the rate applicable to the age attained at termina¬ 
tion of service is of tremendous value to the employee who is 
uninsurable at that time. The fact that such insurance as is 
converted shows a very high mortality—several times the 
tabular rate—is evidence that it fills a vital need, even though 
few employees take advantage of this option. The much higher 
cost of the converted insurance, particularly at advanced ages, 
when compared with the contribution for group insurance, no 
doubt prevents many from taking it. 

Other provisions not already mentioned which are usually 
found in a group policy are as follows: 
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A provision that the insurance of an employee shall not bo 
invalidated because of the employer^s clerical error in omitting 
to notify the insurance company that the employee had become 
eligible. 

A provision that employees whose employment is temporarily 
suspended because of sickness, layoff, or other similar reasons 
will remain insured if the employer continues payment of the 
premium. 

A provision to the general effect that if the employee is totally 
disabled at the date of termination of employment, as a result 
of a disability which commenced prior to his attainment of age 
60, his insurance will be continued without payment of premiums, 
provided evidence of the continuance of such disability is pre¬ 
sented to the insurance company once a year. 

A provision for payment of the insurance in instalments 
instead of in a single sum if so elected by the employee or his 
beneficiary. 

A provision for 31 days of grace in payment of premiums. 

Economic Aspects. —Tluire is no doubt that group insurance 
has many economic advantages from the point of view both of 
the employer and of the employee. 

Group insurance provides an excellent method of rewarding 
faithful service, since the amount of insurance may be made 
to depend upon the length of service. This gives additional 
incentive to permanency of employment. When such a plan is 
introduced it may be combined with an existing pension plan 
or with existing arrangements for payment of sick benefits, or, 
where these do not exist, they may sometimes be introduced at 
the same time by means of group annuity, group sickness and 
accident, group hospitalization, or group surgical operation 
policies. These other forms of group insurance are very often 
issued with group life insurance as a complete program of insur¬ 
ance protection for employees. 

Group life insurance is the best means of making a definite 
provision for the dependents of employees and is much more 
satisfactory to all concerned than a voluntary contribution from 
the employer or from the other employees to meet the immediate 
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needs of the family of a deceased employee where some assistance 
is necessary, as, unfortunately, is frequently the case. 

From the point of view of the employee, group insurance 
affords a much-needed protection. The majority of persons 
belonging to the classes insured under group policies carry 
no other insurance, and most of those who do have only small 
industrial policies. The introduction of such a plan will tend to 
make the employee think more of the future and lead him to 
make further and more adequate provision for his family. 

In considering the value of group insurance to an average 
body of employees it must be remembered that the only other 
kind of life insurance many of them would have is industrial 
insurance, which is necessarily expensive. Group insurance 
supplies protection of an amount which is often many times 
what would be carri(‘d by the individual employee by means 
of an industrial policy. 

Extent and Progress of Group Insurance. —The table given 
on p. 403 indicates the extent and progress of group insurance to 
thg end of 1938. These figures show a remarkably rapid growth 
which, in general, is about double the rate of growth of ordi¬ 
nary^' insurance. This growth was temporarily interrupted by 
the deflation following the period of adjustment which came after 
the World War and again by the economic depression. 

Considering the catastrophic decrease in employment during 
the depression, it is remarkable that at the low point of the 
depression, as shown in the table, group life insurance in force 
was only about 10 per cent below the maximum. In other words, 
employers as a whole adopted the generous and unselfish course 
of continuing premiums on very many of the employees laid 
off for lack of work. 

The Group Association. —An important factor in the develop¬ 
ment of group insurance was the formation in 1926 of the Group 
Association. 

The objects of this association, which includes in its member¬ 
ship all the principal companies transacting this form of business, 
are (1) to promote the welfare of holders of group policies, (2) 
to advance the interests of group insurance, (3) to promote 
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economy and reduce expenwe in general adminiHtration by an 
interchange of views on practice among insurance companies 
which issue contracts of group insurance, (4) to represent the 
members of the association in matters pertaining to, or which 
may affect, group insurance before tlu^ insuran(*.e departments 


Group Life Insurance* 

(Amount of Insurance in Force in the United States and Canada, Dec. 31) 


Year Amount 

1912 . $ 13,172,198 

1913 . 31,202,014 

1914 . 65,050,018 

1915 . 99,924,726 

1916 . 154,926,766 

1917 . 351,573,133 

1918 . 642,877,376 

1919 . 1,165,761,280 

1920 . 1,687,096,445 

1921 . 1,649,966,587 

1922 . 1,885,479,689 

1923 . 2,510,935,492 

1924 . 3,250,638,241 

1925 . 4,416,822,143 

1926 . 5,628,294,457 

1927 . 6,669,066,590 

1928 . 8,311,665,826 

1929 . 9,600,233,601 

1930 . 10,485,113,514 

1931 . 10,609,2^5,815 

1932 . 9,683,403,985 

1933 . 9,444,510,450 

1934 . 10,182,725,023 

1935 . 11,085,230,039 

1936 . 12,122,706,678 

1937 . 13,647,425,093 


1938 (estimated) 


13,700,000,000 


^ BeaVs Insurance News (Life Edition), xxxix, 671 (Feb. 1, 1939). 


and other public and quasi-public official bodies, (5) to collect 
and analyze the group experience of the members of the 
Association. 

The chief accomplishment of the association is its recommenda¬ 
tions for sound underwriting rules in regard to such matters 
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as rates of employees’ contributions, maximum amounts of 
insurance, commission rates, and many other administrative 
questions. The association does not deal with the question of 
premium rates which, as already stated, have become the subject 
of legislative action. 


GROUP ANNUITIES 

A group annuity contract provides for the payment of an 
annuity or pension to the employees of an employer with wdiom 
the contract is made. Such contracts take the place of individual 
retirement systems operated by the employer and undoubtedly 
form a much more satisfactory basis for old-age provision. 
Individual retirement systems, except in special circumstances, 
are usually unsatisfactory either because of the absence of a sound 
financial basis or because of the lac^k of permanence of the 
average industrial corporation or because of lack of expert 
knowledge on the part of those charged with the administration 
of the pension funds. 

JThe first group annuity contract in substantially the present 
fota (master policy and certificates) was issued in 1921. For 
some years the total number of such contracts issued was small, 
but in recent years there has been a considerable expansion 
in the volume of group annuity business, and at the present time 
the total amount of premiums being paid annually under such 
contracts is about 100 million dollars. Some of the individual 
contracts which have been issued are for very large amounts, 
involving many thousands of employees and correspondingly 
large premium payments. 

The general basis of operation is the same as for group insur¬ 
ance. The contract is made between the insurance company 
and the employer to whom the policy is issued, the employees 
receiving certificates of their inclusion in the plan, while premiums 
are paid to the company by the employer. There are, of course, 
many special features in a group annuity contract quite different 
from anything in a group life policy, since the accumulation of 
funds for the payment of deferred annuities is radically different 
from a provision for temporary life insurance. 
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Wh(‘ii a group aiimiity plan is presented to the employees, 
a more or less elaborate armouneement form is printed to give 
them an explanation of the working of the plan as it affects their 
rights and benefits. A specimen announcement, typical of 
one of the standard group annuity plans, is shown in Appendix F. 

Contract and Rules. —The principal fc^atures of the rules now 
generally adopted for the issue of group annuity contracts and 
th(^ usual terms of such contracts are stated in the following 
paragraphs. 

Number of Lives and Employees Eligible, —Eligible employees 
are those with a stated minimum period of service, such as 
6 months or 1 year, who are not over the normal retirement age. 
The usual rule is that not less than 50 livf\s may ho included and 
that not less than 75 i)er cent of those eligible must subsc^ribe. 
The (diief ])urpose of these requirements is to insure that a suffi¬ 
cient number of (‘mploy(M\s will be covered to make the contract 
(K'onomical to administer. The insurance^ company may reserve 
the right to terminate the contract (as to further purchase of 
annuities) if the number drops below the minimum requirements. 

Employees already at or over the retirement age may be 
provided for by the purchase of immediate annuities. 

All employees or all of any class or classes determined on the 
basis of conditions pertaining to employment may be included. 

Retirement Age. —The normal retirement age is generally sixty- 
five, or sixty-five for males and sixty for females. Other retire- 
mcuit ages may be permitted, but not over seventy. 

Annuity Based on Service Rendered after the Adoption of the 
Group Annuity Plan. —Where the employees are not eligible 
for benefits under the Federal Social Security Act, the total 
annuity usually depends upon the salary and length of service 
(unit benefit plan). It is usually a percentage (from 1 per cent to 
2 per cent) of the employee\s average salary for each year he con¬ 
tributes under the plan. Practically always the employee helps 
to pay for this annuity, and his contribution is generally a per¬ 
centage of salary (from 3 per cent to 6 per cent). 

Where the employees and employer are taxed under the Federal 
Social Security Act, two forms of group annuity plans providing 
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benefits supplementary to those of the Act, are in use. In the 
first (unit benefit plan) the benefit is fixed with relation to the 
employee's salary, not usually a uniform percentage of the salary 
but so adjusted that, together with the benefits contemplated by 
the Federal Act, there will be produced a total retirement income 
to the employee approximating a fixed percentage of his salary 
multiplied by the number of his years of future service? up to 
retirement. 

The second type of plan (money purchase) contemplates 
fixed contributions by the employee and employer—those of 
the employee being a percentage of his salary, usually matched 
by the employer; the annuity benefit being whatever amount of 
annuity is provided by application of the respective contributions. 

The following section relating to premiums refers to the unit 
benefit type of plan, but the remaining paragraphs under this 
topic are applicable to retirement plans of both types. 

For simplicity and in order to reduce the expense of operation, 
the contribution and annuity credits are usually based not on 
actual salary but on assumed average salaries within specified 
saliry groups (see employees’ announcement in Appendix F). 

Premiums .—The employer pays the balanc(? of the premium 
over and above the employee's contribution. The annuities are 
nearly always purchased by applying the amount of each year’s 
total premium to the purchase of a single premium deferred 
annuity equal to the annuity credit(?d to the employee on the 
basis of that year’s salary. (The level annual premium basis is 
seldom used.) In this way the contract is always ^‘paid up” 
for the amount of annuity credited to the employee with respect 
to service rendered since the date of adoption of the plan. This 
practice simplifies all dealings in regard to terminations of 
employment, changes in salary, etc. 

Since the employee’s contribution does not change from year 
to year as the employee gets older and as the premium increases, 
the employer’s part of the total premium is smaller for the young 
employees than it is at the higher ages. Some idea of the cost of 
a typical group annuity plan and of the relative parts paid by the 
employee and employer is given in the following table which 
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shows typical premium rates which would apply to an employee 
in salary Class 1 under the plan described in the employees* 
announcement in Appendix F: 


Illustration op Approximate Cost of a Group Annuity Plan 
(Monthly premiums for an annuity of $1.00 per month for each year of 
future service, commencing at 65 for males and at 65 for females) 


Attained 
age at 
time 
premium 
is paid 

Male employees 

Female employees 

Em¬ 

ployee’s 

contribu¬ 

tion 

Em¬ 

ployer’s 

contribu¬ 

tion 

Total 

Em¬ 

ployee’s 

contribu¬ 

tion 

Em¬ 

ployer’s 

contribu¬ 

tion 

Total 

20 

$3.00 

so. 61 

$3.61 

$3.00 

$0.95 

$3.95 

30 

3.00 

1.31 

4.31 

3.00 

1.91 

4.91 

40 

3.00 

2.36 

5.36 

3.00 

3.29 

6.29 

50 

3.00 

4.02 

7.02 

3.00 

5.37 

8.37 

60 

3.00 

6.96 

9.96 

3.00 

8.77 

11.77 


Annuities on Account of Past Service .—The employer may and 
usually does purchase at his own expense annuities corresponding 
to service rendered prior to the date of issue of the group con¬ 
tract. The cost of such annuities usually consists of the total 
amount of the single premiums needed to purchase, say, 1 per cent 
of present salary for each year of past service for each employee. 
Sometimes only service after a specified age is included. If 
past service were completely omitted it is evident that any 
practicable plan would result in inadequate annuities for those 
employees who had already reached the higher ages when the 
plan was adojited. The inconvenience of making the large out¬ 
lay involved in paying for past service annuities is usually taken 
care of by providing that the cost of these annuities may be paid 
in instalments over a period of years. 

Guarantee of Premium Rates .—Premium rates are usually 
guaranteed for 5 years. No changes, of course, would afifect 
annuities already purchased. It is also usual to reserve the 
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right to change other policy provisions (such as surrender 
values) except in respect of annuities purchased before date of 
change. 

Payments in Event of Death .—In event of death prior to the 
retirement age the employee^s contributions are returned, either 
with or without interest according to the type of plan. The 
employer\s contributions are not returned, since the employer\s 
(Contribution rates are calculated on a regular deferred annuity 
basis. 

Payments in Event of Withdrawal .—Where the employee leaves 
the service of the employer he may usually elect either (1) a 
paid-up deferred annuity in such amount as his own contributions 
have purchased or (2) a cash surrender value. 

It is almost always now arranged that in event of withdrawal 
after a stated period of service the employee who does not lake 
his cash surnender value will be entitked not only to the paid-uj) 
annuity purchased by his own contributions but also the paid-up 
annuity purchased by the employe^^s contributions. Sometimes 
this principle is carried further so that an employee who leaves 
after a stated period of service and has attained a stated age will 
not have the option to receive a cash surrender value, but 
must take the paid-up annuity purchased by his own and the 
employer^s contributions. 

The cash value payable to an employee on withdrawal is 
usually the same amount as the death benefit, i.e.y the employee\s 
contributions with or without interest. 

When an employee leaves the service in good health, but not 
otherwise, a surrender value is allowed to the employer. If 
this surrender value is applied by the employer against the 
employer’s portion of current premiums due under the contract, 
it is usually equal to 96 per cent of his contributions with interest 
less a surrender charge equal to 4 per cent of the employee’s cash 
surrender value. There is no surrender charge under ‘^without 
interest” plans if the employee has contributed for three or 
more full years. If the surrender value is not applied against 
the employer’s portion of current premiums falling due under 
the contract, 5 per cent is usually deducted. 
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When interest is allowed in connection with death benefits 
and surrender values, the rate is now usually 2]^ cent. 

Dividends .—In participating policies provision is made for 
dividends which are payable in (*ash or may be applied in reduc¬ 
tion of premium. In contra(‘ts issued by stock companies the 
same result is obtained by providing for an experience credit which 
is equivalent to a dividend. 

Effect of Social Security Act .—^The effect upon group annuity 
business of the; passage of the Social Security Act in 1935 has 
borne out the predictions which were then made—that this Act 
would not replace group annuities and would in fact tend to 
open a new field for sale of group annuities to supplement the 
benefits provided by the Act so as to provide amounts reasonably 
corresponding to salary. There has been continued, and well 
maintained, growth in group annuity business throughout the 
])eriod since the Act bc^came effective. 



CHAPTER XVI 


INDUSTRIAL INSURANCE 

Industrial insurance is the business of insuring for small 
sums under policies providing for weekly, or sometimes monthly, 
premiums which is carried on chiefly among the industrial or 
wage-earning classes. Many of those belonging to the industrial 
classes cannot afford to carry life insurance policies subject to 
annual, semi-annual, or quarterly premiums for amounts which 
the companies are prepared to issue. Others will not do so 
because of the apparently large outlay involved when a premium 
becomes due while others are not eligible for standard ordinary 
policies because of occupation or for other reasons. By col¬ 
lecting premiums weekly and with a minimum weekly premium 
of ^ cents, the system of industrial insurance supplies a means of 
furnishing life insurance whi(?h meets the circ^umstances of such 
persons. Children, as well as adults, are insured. 

At least one of the states has defined industrial insurance as 
insurance by weekly premiums. The laws of most of the states 
do not give any definition, but some of them imply the weekly 
or monthly premium-payment basis which is a distinguishing 
feature of industrial insurance. In 1927 the insurance law of 
New York was amended, and industrial insurance defined as 
that form of insurance under which premiums are payable weekly, 
or are payable monthly or oftener if the face amount of insurance 
is less than $1,000 and the words '‘industrial policy'^ are printed 
on the face of the policy. Effective in 1939, the New York 
insurance law was amended to exclude endowment insurance 
from the definition of industrial insurance. 

There are other distinctive features of industrial insurance. 
The premium is normally collected at the home of the policy¬ 
holder by an agent of the company, although generally such 
collection of premium is not specified in the policy, which may 
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nominally require payment of premiums at the office of the com¬ 
pany. Again, in ordinary life insurance the sum insured is the 
unit. In other words, rates are quoted on the basis of a fixed 
sum insured, the premium being determined according to the 
age and plan of insurance. In industrial insurance the premium 
tables usually show the varying amounts of insurance obtainable 
at (^ach age for weekly premiums of stated amounts, such as 5, 
10, or 25 cents. Th(?re has, however, been some tendency in 
recent years to adopt the sum insured as the unit, at least for 
the larger amounts of insurance. 

Industrial insurance is sometimes called family insurance 
since it can be written on all members of the family from birth 
to age 65 or 70. Only a small proportion of the ordinary insur¬ 
ance issued is on ihe lives of children, and, except in the case of 
the juvenile’^ policies issued by some companies, it is usually 
written only on children aged ten years or more and on the 
child’s application. In recent years, increasing attention has 
been given to the writing of ordinary ^‘juvenile” insurance. 
In New York State a life insurance policy can be issued only 
upon the application of the person insured, whether the latter 
is a minor or not, but an exception is made in the provision that 
a limited amount of insuran(‘e may hi) taken on the life of a child 
by a person liable for the child’s support, and it is under this 
provision that industrial insurance on the lives of children is 
written. There are also limiting amounts in certain other states 
and in Canada. Formerly, insurance could not be effected in 
such states or in Canada on the lives of children below the age 
of one year. The laws have since been amended so that now 
insurance may be taken on the lives of children from birth, except 
in Colorado. The maximum amount of insurance (all com¬ 
panies), when fixed by law, is usually on an increasing scale. 
Thus the laws of New York and New Jersey now permit insurance 
as shown in the Table on p. 412. 

Another important difference between industrial insurance 
and ordinary insurance is found in the evidence of insurability 
required. On account of the small amount of the premium 
received, a medical examination such as is required for ordinary 
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insurance is not practicable. Where the amount of insurance 
which may be taken on the life of a child by a person liable 
for the child’s support is below a specified amount the application 
is usually accepted, without medical examination, on the basis 
of the statements made by the applicant and the agent (provided 
he has qualified to perform this function) or other qualified 


Age at death, 
yearn 

Maximum amoinit of insurance 

New York 

New Je^rsey 

0-1 

$ 400 

$ 100 

1-2 

400 

200 

2-3 

400 

300 

3-4 

400 

400 

4-5 

400 

500 

5-6 

400 

600 

6-7 

400 

700 

7-8 

400 

800 

8-9 

400 

900 

0-10 

400 

1,000 

10-11 

1,100 

1,100 

11-12 

1.200 

1,200 

12-13 

1,300 

1,300 

13-14 

1,400 

1,400 

14-14>2 

1,500 

1 ,500 


representative. For larger amounts of insurance, as well as in 
some special cases, a medical examination is required, but for 
reasons of economy it is necessarily of a rather superficial nature. 
Partially for this reason but principally because of the inclusion 
of many persons subject to extra hazard from occupation, living 
conditions, and other causes, this class of business is subject to a 
higher rate of mortality than is ordinary insurance. The rate 
of mortality among industrial policyholders has, however, 
improved very considerably in recent years, especially at the 
lower ages. 

Premium Rates. —The following tables indicate the current 
“rates” for participating policies on the two principal plans of 
insurance in one of the largest companies. The cost of insurance 
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is, of course, decreased by any dividends declared by the 
company. 


Policies on Adult Lives 

Amounts Insured by a Weekly Premium of 10 Cents 


Age next ' 
birthday 

Life policy 
(premiums 
payable 
until age 75) 

20-payment 
life policy 

15 

$270 

$178 

25 

192 

136 

35 

138 

108 

45 

96 

82 

55 

60 


65 

32 



Because of legal requirements referred to above, the amount 
insured on infant lives must be restricted independently of the 
premium paid. F'or this reason, and in order to avoid negative 
reserves,’’ the benefits payable under infantile policies commonly 
increase from year to year as the age of the insured increases. 

Policies on Infant Lives 

Amount Insured for a Weekly Premium of 5 Cents 
Infantile Whole Life 
(Premiums ceasing at 75) 


If death occurs after policy has been in force 


Age next 


birthday 
at issue 

Under 3 
months 

3 

months 

1 

year 

2 

years 

3 

years 

4 

years 

5 

years 

8 

years 

7 

years 

8 

years 

9 

years 

1 

$ 10 


$ 50 

$ 75 

$100 

$120 


$160 

$175 

$100 

$200 

2 

50 

50 

75 

100 

120 

140 

155 


185 

197 


3 

75 

75 

100 

120 

135 

150 

165 

180 

104 



4 

100 

100 

120 

135 

150 

165 

180 

191 




5 

115 

115 

130 

145 

160 

175 

188 





6 

130 

130 

145 

160 

170 

183 






7 

140 

140 

155 

165 

178 







8 

150 

150 


173 








0 

IdO 

100 

167 
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Amount Insured for a Weekly Premium of Five Cents 
Infantile 20-payment Life 


Age next 

If death occurs after the policy has been in force 

birthday 













at issue 

Under 3 

3 

1 

2 

3 

4 

5 

6 

7 

8 

0 

10 


months 

months 

year 

years 

years 

years 

years 

years 

years 

years 

years 

years 

1 

1 6.25 

$ 12.50 

$ 25 00 

t 37.50 

1 

S 50.00 

$ 62.50 

S 75.00 

% 87.50 

1100 I 

SllO 

$120 

1122 

2 

25.00 

25.00 

37.50 

50.00 

62.50 

75.00 

87.50 

100 00 

110 

120 

122 


3 

37.50 

37 50 

50.00 

62.50 

75.00 

87.50 

100.00 

110.00 

120 




4 

50.00 

50.00 

62.50 

75.00 

87.50 

100 00 

110.00 

118.00 

1 




5 

62.50 

62.50 

75.00 

i 87.50 

100.00 

no 00 

116.00 






6 

! 76 00 

75.00 

87.50 

100.00 

! 110.00 

113 00 







7 

87 50 

87.60 

100.00 

105.00 

110.00 








8 

100.00 

100 00 

105 00 

108.00 









9 

100.00 

100 00 

105 00 











. 


_ 


_ 

_ 

_ 

__ 

_ 

_ . 


_ _ 


The industrial w(»okly-premium policies of another of the 
principal companies have, since March 1, 1937, been issued on 
the ‘^modified” plan. The policies provide for a 20 per cent 
increase in the premium after the first 5 years but this increase 
will^e offset by the application of annual dividends, if earned. 
Dividends beyond amounts necessary to offset the increase in 
premium will be used to provide paid-up additions to the amount 
of insurance. 

The following table indicates the “ratesfor these policies. 

Policies on Adult Lives 

Amounts Insured by a Commencing Weekly Premium of 10 Cents 


Age next 
birthday 

Life policy (premiums 
payable until age 70) i 

20-pay¬ 
ment life 

15 

S288 

$188 

25 

210 

148 

35 

154 

120 

45 

100 

90 

55 

58 



The rates of premium indicated by the foregoing tables for 
policies on adult lives are higher than the rates for ordinary 
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insurance. Even after dividends are deducted, the net costs 
are usually higher. The chief reasons for the higher cost of 
industrial insurance are: (1) greater expense involved in the 
weekly collection of premiums and the labor involved in the care 
of large numbers of small policies and (2) the higher mortality 
rate which prevails among industrial policyholders. 

There is considerable misapprehension generally regarding the 
relative expense of industrial and ordinary insurance. The 
comparison is obscjured by the fact that a higher rate of mor¬ 
tality is necessarily found among industrial policyholders so 
that, even if the expense rate were the same in both cases, the 
premium rates for industrial insurance would still be higher. It 
is often erroneously assumed that the higher premiums are 
(mtirely or largely due to the greater rate of expense. 

Expense. —It is, however, evident that if premiums of small 
amounts have to be collect('d w(H'kly by a representative of the 
company, who must receive a reasonable compensation for his 
work, the cost of (collection will be a material item when compared 
with the premium collectol. Moreover, the large number of 
very small units for which some records must be kept must add to 
the cost of insuranctc on this basis. A great deal may be, and 
has been, accomplished in reducing these expenses by improve¬ 
ments in administrative* methods in both the home office and the 
field, and, in some of the large companies, the expense rate has 
been so reduced as to compare favorably with that of many 
ordinary companies. 

In order to keep down expenses, as well as for other practical 
reasons, the general conditions of an industrial policy are simpli¬ 
fied in every possible direction. Expense may also be reduced 
by measures which aim at the prevention of lapse. 

Rate of Mortality. —The second reason for the relatively 
high cost of industrial insurance is the higher rate of mortality 
among those insured on this plan. 

The following table shows the rate of mortality per thousand 
according to (1) the United States Life Table compiled from cen¬ 
sus returns covering the deaths reported in the years 1909, 1910 
and 1911 for the 11 original registration states; (2) and (3) the 
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American Men Tables of Mortality based on the experience of the 
principal American life insurance companies during the years 
1900-1915 among ordinary insured lives, the select experience 
representing the mortality in the first year of insurance, i,e, 
immediately following medical selection, and the ultimate experi¬ 
ence reflecting the mortality after the first five years of insurance 
(these American Men rates have been appropriately adjusted so 
as to reflect the mortality as of age next birthday); and (4) death 
rates based on the experience of the Metropolitan Life Insurance 
Company during the years 1907-1913 on its standard industrial 
risks. 


Rate of Mortality per ],(KK) 


Age next 
birthday 

IJ.S. Life Table 
1910 

American Men Table 
(1900-1915) 

Metropolitan 

Industrial 

Experience 

(1907-1913) 

. 

Select 

Ultimate 


(1) 

(2) 

(3) 

(4) 

c} 

20 

4.3 

2.7 

3 9 

5.1 

30 

6.3 

3.0 

4.4 

! 9.2 

40 

9.1 

3.6 

5.7 

13.3 

50 

13.8 

1 6.5 

11.1 

19.2 

60 

26.7 

14.3 

25.6 

35.3 

70 

55.1 


59.1 

77.0 


Although the rates shown are not in all respects strictly 
comparable, they afford a rough comparison of the mortality 
of the general population, of ordinary, and of industrial policy¬ 
holders during the period. 

These tables indicate that the mortality under Industrial 
policies in the years specified ranged from 130 to over 200 per 
cent of that under the ultimate experience on ordinary insurance 
for a comparable period. 

Industrial mortality has shown a notable improvement in 
recent years. This improvement has been greater than for 
other classes, but the mortality of industrial policyholders is 
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still considerably in excess of that of ordinary policyholders, and 
somewhat in excess of that of the general population. 

The high rate of mortality among industrial policyholders as 
compared with ordinary insured lives is due partly to medical 
selection in the latter case but probably even more to the fact 
that the ordinary policyholders are, generally speaking, drawn 
from an entirely different stratum of the population. Industrial 
policies are issued, with but few exceptions, irrespective of 
residence or occupation. The excess, at most ages, of the indus¬ 
trial rate of mortality over the population’^ rate is accounted 
for partly by the fact that many of the best classes of lives from 
an insurance point of view are not represented in the industrial 
experience and also by th(^ fact that industrial insurance is largely 
confined to urban dwellers. 

The improvement in the rate of mortality among industrial 
policyholders is partly due to the general improvement in vitality, 
but it is also to be attributed in large measure to the ^4ife 
extension” and welfare work of the industrial companies. Such 
work is an important and highly beneficial development of 
industrial life insurance, the results of which are of national 
importance and are being increasingly felt as time goes on. 

Lapse. —One of the reasons for making the premiums on indus¬ 
trial insurance payable in small frequent instalments and for 
employing agents in collecting these small premiums systemati¬ 
cally at the homes of the insured is to make it as easy as possible 
for policyholders to continue premium payments. The system 
of remunerating the field representatives is also such as to make 
it to their advantage to endeavor to have policies kept in force. 
By means of underwriting rules and by constant emphasis to the 
field force of the importance of writing only business which 
will probably persist, the companies have attempted to reduce 
lapses. 

Although the lapse rate fluctuates with general economic 
conditions, in recent years the companies have made considerable 
progress in reducing the number of lapses, especially in the early 
years when the tendency to lapse is most marked. The recent 
experience of one large company indicates that about 35 per 
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cent of the weekly premium policies issued lapse before paying 
three full years’ premiums and of these lapses about 30 per 
cent occur on policies on which four or less weekly premiums 
have been paid. 

Terms of the Policy.^—An industrial insurance policy differs 
in certain respects from an ordinary policy. The more important 
distinguishing features of industrial policies are explained in 
the following paragraphs. 

Option to Surrendei' within 2 Weeks .—The policyholder may, 
if not satisfied, return the policy within 2 weeks (3 weeks in one 
large company) of its date of issue and have his premiums 
refunded. He is, of course, insured in the meantime. 

Beneficiary and Facility of Payment. —Industrial, like ordinary 
policies, now commonly provide, at least in the larger companies, 
for naming a beneficiary. However, provision is made that if 
the beneficiary named in the policy does not submit claim within 
a certain period (30 or 60 days) after the death of the insured, 
or if the beneficiary is the estate of the insured, is not legally 
cogipetent, or dies before the insured, the death benefit may be 
paid under the facility of payment clause. This clause permits 
the company to make payment to the executor or administrator 
of the insured, or to a named beneficiary, or to any relative by 
blood or connection by marriage of the insured appearing to 
the company to be equitably entitled to such payment. This 
provision has as its object the simplification of the relations 
between the insured or policyholder or claimant and the company 
and often renders possible prompter and more equitable payment 
of claims. 

Assignment .—Industrial policies do not provide for assignment 
as ordinary policies do. This helps to forestall the efforts of 
unscrupulous persons who might otherwise profit at the policy- 
holder’s expense from dealing in industrial insurance policies, 
eliminates legal complications and the necessity of examining 
title, and reduces the possibility of speculative insurance. 

Payment of Premium at the Company's Office .—Although the 
collection of premiums by an agent of the company at the home 

* See Appendix G for specimen industrial policy. 
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of the insured is a distinctive feature of this class of business, 
it is a concession which is not provided for in the policy. If any 
premium is not paid when due or within the grace period, the 
policy is void (subject to any non-forfeiture privileges which it 
may contain), and the fact that the agent may not have called 
to collect the premium does not constitute a waiver. It is the 
duty of the insured in such (‘ircumstances to take or send the 
premium to the company^s office. 

Allowance for Direct Payment of Premiums. —Current policy 
forms of at least the three largest companies give the option of 
paying premiums direct to the company instead of to an agent, 
an allowance of 10 per cent being made to policyholders making 
payment in this way, providcni they do so for a stated minimum 
period. If advantage of this option is taken, the cost to the 
policyholder sometimes does not greatly exceed that for the 
ordinary insurance for which industrial policyholders as a class 
would be eligible.. 

Reinstatement. —The conditions under which the policy may be 
revived are liberal. As a rule, policies may be reinstated pro¬ 
vided payment of premiums has not been discontinued for more 
than 1 or 2 years, the arrears are paid, and satisfactory evidence 
of insurability furnished. In practice the 1- or 2-year limitation 
is not observed. In the larger companies revivals are sometimes 
allowed without actual payment in cash of arrears of premium, 
the amount due becoming a lien against the policy and bearing 
interest until paid. 

Limitation on Liability. —Although one large company attaches 
a copy of the application to the policy, thus making the applica¬ 
tion part of the contract, most industrial companies do not follow 
this practice. In order to provide a safeguard against improper 
or fraudulent claims, the policies of these companies contain a 
provision for limitation of liability under certain conditions. 
The clause contained in the policies of one large company provides 
that the policy shall be voidable if the insured has been previously 
rejected for life insurance, or has within two years prior to the 
date of issue received medical or surgical treatment for a serious 
disease, injury, or physical or mental condition, unless informa- 
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tion regarding such matters is disclosed in the application for 
insurance so that the policy may be suitably endorsed. If the 
policy does not take effect or is voided, the company will return 
the premiums paid. 

After 1 or 2 years from date of issue, however, it is usually 
provided that the contract is incontestable except for non¬ 
payment of premiums. 

Participation in Surplus Earnings, —Where industrial policies 
are issued on a participating basis, dividends usually do not 
commence' quite so early as under ordinary poli(*ies. More¬ 
over, it is not practicable to allow various alternative dividend 
options such as are given in the case of ordinary policies, as 
to do so would introduce disproportionate expense and trouble. 
Any dividends allotted, while they may be large in comparison 
with the premium, are necessarily of small amount and are 
usually in the form of an addition to the amount of insurance or 
of a number of weeks^ premium credit. 

Non-forfeiture Privileges. —Industrial policies usually contain 
a provision that the company, in event of discontinuance of 
premium payments after a specified period, will grant a paid-up 
policy of reduced amount, extended term insurance, or a cash 
surrender value, one of the first two being automatic in event of 
no election being made by the holder of the policy. Because 
of the small amounts which could be paid and the desirability 
of discouraging lapse in the early years, cash surrender values 
are generally allowed in weekly premium policies only if the 
policy has been in force for at least 5 years. Under recently 
issued policies extended term insurance may be obtained in some 
companies after payment of premiums for 26 weeks, and in cer¬ 
tain companies after even shorter durations. 

Amount of Insurance Payable under Infantile Policies. —In the 
case of companies operating in New York and New Jersey, 
policies on the lives of children under the age of fourteen years 
and six months contain a provision limiting the total amount of 
insurance under all policies. If the amount of insurance in 
force at death is in excess of the legal limit the amount payable 
is reduced and a proportionate refund of premiums paid is made. 



INDUSTRIAL INSURANCE 


421 


Besides New York and New Jersey, Nebraska, Colorado, and 
the Canadian provinces limit the amount of insurance which 
may be taken on the lives of children. 

Benefits in Event of Loss of Eyesight or Limbs .—Benefits in 
event of loss of eyesight or limbs are now common in indus¬ 
trial policies. The usual benefits granted in connection with 
ordinary policies would be inapplicable to industrial insurance 
because of the small amount of insurance' and the expense 
involved. A few companies provide for a regular waiver-of- 
j)remium benefit only, but usually this is accompanied by a 
provision for tin; immediate payment of one-half or the whole of 
the sum insured. These benefits are not payable under the same 
conditions as in ordinary insurance but only in event of certain 
specified forms of total and permanent disablement, which are 
usually the loss of both hands or both feet, one hand and one 
foot, or the sight of both eyes. Some companies deduct the 
sums so paid from a subsequent death or endowment settlement 
but most companies pay the disability benefit and in addition con¬ 
tinue the policy for the full amount payable at death or maturity 
as an endowment. A disability benefit for loss of one arm or 
one leg has been adopted by at least one important company. 

Another distinguishing feature of the disability benefits in 
industrial insurance is that the coverage is continued throughout 
life instead of ceasing at a specified age. The claim rate is 
heaviest at the higher ages, the great majority of these claims 
arising from blindness. 

Accidental Death Benefits .—Since about the beginning of 
1929, many companies have included in their industrial poliedes 
a provision for an additional accidental death benefit, similar 
to the double-indemnity benefit in ordinary policies except 
that there is usually no specific extra premium charge therefor. 
In the leading companies, at least, the benefit was made retroac¬ 
tive as to existing policies. While there are variations in the 
different companies, the following summary of the benefit granted 
by one company is typical: 

In addition to the regular death benefit, an amount equal to the face 
of the policy (exclusive of paid-up additions) will be paid in case of 
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death by accidental means, provided the accident occurs after the insured 
has reached age fifteen, but before reaching age seventy, and death occurs 
within 90 days of the date of the accident, and while premiums are not 
in default beyond the grace period, with the following exceptions: In 
the case of mining employees injured while following their occupation, 
the additional accidental death benefit will be only one-half of the face 
amount instead of the full amount. The additional accidental death 
benefit will not be paid if death is the result of suicide or the inhaling of 
any gas or fumes or is caused or contributed to by disease or infirmity, 
or is the result of travel or flight in any species of aircraft, except as a 
fare-paying passenger, or is the result of participation in an assault or 
felony, or occurs while the insured is in military or naval service in time 
of war. 

If a disability claim has become payable, any Accidental Death Benefit 
resulting from the same injuries wUl be limited to the excess of the regular 
Accidental Death Benefit over the disability payment. 

Combined Life, Health, and Accident Policies. —Some of the 
smaller companies issue health and accident policies which 
include a relatively small amount of life insurance. The pro¬ 
visions relating to the life insurance are in general similar to 
those of regular industrial policies, while the health and accident 
insurance is usually cancelable. There are several millions of 
such policies in force, a large proportion of which are on colored 
lives. 

Intermediate Policies. —Intermediate policies are written for 
an even $500 or $750 and are subject to annual, semi-annual, or 
quarterly premiums. Such policies for a minimum of $500 with 
additional amounts in multiples of $100 are, also, now sometimes 
issued with monthly premiums so that the dividing line between 
industrial and intermediate policies is not very well defined. 
This class of insurance has developed from industrial insurance 
and enables wage-earners who cannot afford the larger ordinary 
policies to obtain insurance without the expense incidental to 
industrial insurance. A more favorable rate of premium is 
possible where the amount is not less than $500. Many ordinary 
insurance companies will also issue policies for as low an amount 
as $500, subject to quarterly premiums. In a few companies, 
the term '^intermediate” is also used to denote policies issued 
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on persons who are not eligible for ordinary insurance at standard 
rates because of the greater mortality inherent in their occupa¬ 
tion, physical condition, etc. 

Industrial policies with monthly (instead of weekly) premiums 
were introduced by the Metropolitan Life Insurance Company 
in 1927 as a development or result of the adoption of the monthly 
premium basis for ordinary policies and the collection of such 
monthly premiums on the debit basis. These (industrial) 
policies are issued mainly for $500 to $800 wdth premiums 
payable on the first day of each month. The premium rates 
are about 15 per cent lower than for weekly premium policies. 
These policies have largely replaced weekly premium policies 
of $500 or more. 

The intermediate monthly-premium policies issued by the 
Prudential Insurance Company of America are now issued as 
ordinary policies for similar amounts. The regular ordinary 
di\ddend options are provided as well as disability benefits 
and a benefit in event of death by accidental means. In event 
of total and permanent disablement before age 60, premiums 
are waived, and the face amount of insurance is payable to the 
insured in quarterly instalments with interest. Cash surrender 
and loan values are provided after premiums have been paid for 
three years. Automatic extended insurance is provided after 
premiums have been paid for three months on ordinary life and 
20-payment life policies and after two months on 20-year endow¬ 
ment policies. An optional settlement is included under which, 
in lieu of being payable in one sum, the proceeds may be paid 
out in monthly instalments of $50 each. 

Administration of Industrial Insurance. —As has been ex¬ 
plained, one of the distinctive features of industrial insurance 
is the house-to-house collection of weekly premiums by agents 
of the company. The policyholder receives, in addition to his 
policy, a premium-receipt book which is signed by the agent 
when a premium is collected. Each agent collects premiums 
averaging somewhat more than $200 per week. Under the 
traditional basis of compensation, which, however, has not been 
used by the larger companies for some years, his remuneration 
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was based on the amount of the debit collected together with a 
commission on the net increase in the debit, that is to say, 
the amount of new premiums less the premiums on lapsed policies. 
The commission payable on the net iiicrciase is usually a certain 
number of times such increase. This system encouraged the 
conservation of business, a vital feature from the company^s 
as well as the policyholder\s point of view, but had certain 
serious disadvantages. 

In recent years the larger companies have adopted new types 
of agents’ contracts. These contracts provide in general for 
(compensation based on the three chief functions of the agent. A 
first-year commission is paid for the acquisition of new business. 
For his services in collecting premiums he is paid as a commission 
a percentage of his total collections. In order to promote the 
conservation of business, an additional commission is paid based 
(except in certain states where there are statutory difficulties) 
on the relative success of the agent in conserving the business 
under his care. 

Jn addition to collecting premiums on existing industrial 
policies, securing new policies, preventing lapses, and reinstating 
lapsed business the agent is (expected to write some ordinary 
business and often adds considerably to his income by such writ¬ 
ing. In some companies he also collects on a debit of monthly 
premium industrial, ordinary, or intermediate business. 

Each district is under the charge of a superintendent who 
supervises the work of his assistant superintendents and agents. 
The districts are arranged so as to economize the efforts of the 
agents. Districts in large industrial centers are the best, since a 
comparatively large number of policyholders is contained in a 
small area. The expense of house-to-house collection is, there¬ 
fore, minimized. If the company is small the necessity of 
distributing risks because of epidemic and catastrophe hazards 
must, however, be borne in mind. 

The agents in each district are directly controlled by assistant 
superintendents who assist the superintendents in the selection 
of agents and in their instruction in such matters as canvassing 
for new business, preventing lapses, and attending to death 
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claims. The assistant superintendents also inspect the agents' 
books and personally aid in the securing of new business and 
in keeping business in force. Their remuneration is generally 
by salary with a bonus which depends on such items as the 
amount of net new business secured and the relative persistency 
of the business under their supervision. 

Economic Importance and Growth of Industrial Insurance. 
The immense economic importance of industrial insurance 
may be seen from the fact that there wen^ at th(^ end of 1937 
in United States companies almost 89 million industrial policies 
in force insuring a total amount of over 20} 2 billion dollars. 
Apart from the fraternal orders, some of which are still on an 
unsound financial basis, t here is no other way by which the wage¬ 
earning classes throughout the country may themselves secure 
life insurance in the amount they can afford and on terms which 
are suitable to their circumstances. 

The amount of insurance provided by the av(^rage industrial 
policy is about $230, but a great many persons carry more than 
one policy. In most cases the policy is taken for the primary pur¬ 
pose of paying the medical and funeral expense's contracted 
at the time of thci death of the insured. Among the work¬ 
ing classes there is a wides}>read aveu'sion to pauper burial, and 
the provision by industrial insurance of the necessary funds 
to pay medical and funeral expenses is undoubtedly of great 
value. 

Industrial life insurance was introduced into this country in 
1875, when the Prudential Friendly Society (now the Prudential 
Insurance Company of America) issued its first policy. Since 
that time the business has steadily progressed. The amount 
of business in force has more than doubled every decade through 
1930. During the depression, however, industrial insurance, 
like other branches, suffered some loss, but there has been con¬ 
siderable recovery since 1933. Future increase in the volume of 
industrial insurance will be affected by the increased issue of 
monthly premium ordinary insurance and it may be that the 
amount of industrial insurance will tend to decrease in future 
for that reason. The table shown below gives an outline of 
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the progress of the busincwss of United States companies (including 
their Canadian business). 


Progress op Industrial Insurance^ 


Year 

Number of 
eoinpanies 

Insurance 

written 

(millions) 

Total in force 

Dee. 31 

Number of 
policies 
(millions) 

Amount 
(millions) 

1880 

3 

$ 35 

0.2 

$ 20 

1890 

9 

242 

3.9 

428 

1900 

18 

566 

11.2 

1,468 

1910 

22 

750 

23.0 

3,179 

1920 

20 

1,546 

49.2 

7,121 

1930 

76 

5,014 

89.2 

18,275 

1937 

65 

4,784 

88.9 

1 

20,591 


^ Insurance Year Book, 1938, p. 778. 


^ome of the companies now render to their policyholders 
valuable service by health conservation work, including dis¬ 
semination of information on health topics and the provision 
of free nursing service. There is no doubt that the work done 
along these lines has accomplished a great deal in reducing the 
death rate among industrial policyholders. This is particularly 
true of the death rate from tuberculosis, which is believed to have 
been very materially reduced during the last two decades as a 
result of such service. In addition, at least one company has 
had a very active part, through both original research and general 
cooperation, in the public health movement throughout the 
United States and Canada. 

In recent years there has been a decided tendency to liberalize 
the terms and conditions of industrial policies. This has been 
possible partly because of improved organization leading to a 
reduction in expense and partly because of the improvement in 
the mortality rate. Some of the companies have extended to 
all their industrial policyholders many privileges, such as par¬ 
ticipation and non-forfeiture features, where these had not 
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originally been provided for in their policies. Provisions for 
special benefits in event of accidental death or of total and 
permanent disablement arising from certain causes have also 
now become usual and represent very substantial additional 
coverage for which the policyholder is not charged an extra 
premium. 


FRATERNAL ASSOCIATIONS 

Besides the industrial insurance companies, the wage-earning 
classes look for th(iir insurance protection to the fraternal orders 
and, to a smaller extent, to miscellaneous organizations coming 
under the general description of assessment associations. The 
situation of nearly all the fraternal orders and some of the assesvs- 
ment associations has been for some years past undergoing a 
radical change for the better. Most of these societies organized 
their insurance business on unsound lines. The growth of 
fraternal and assessment insurance began at a time (about 1880) 
when the level-premium plan with its accumulation of reserve 
funds had been discredited in the public mind because of the 
frequent failures of old-linecompanies. 

Practically all of these orders and societies began with either 
an assessment plan or a step-rate plan of insurance, and their 
history during the last 20 or 30 years has been largely a record 
of the painful process of passing from these faulty and inadequate 
plans to the level-premium plan. At the present time prac¬ 
tically every fraternal order of importance and many of the 
so-called assessment associations are operating on the same 
basis as the regular life insurance companies, charging adequate 
premiums and maintaining adequate reserves. 

A fraternal order differs, how^evor, in many respects from a 
life insurance company, and the fraternal orders are not subject, 
in regard to their insurance business, to the same laws as the 
companies but are usually operated under special regulations. 
This is partly because of the radically different nature of the 
contract between the member and the order under which the 
order has, invariably, the right of unlimited assessment. In 
fact there is no insurance contract in the usual sense of the word, 
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and the member receives no insurance policy but only a certificate 
of membership, the particulars of the insurance being set forth 
in the by-laws of the order. In these circumstances the question 
of solvency is quite different from what it is in a regular company. 

The gradual improvement in the financial status of the fra¬ 
ternal orders has been chiefly due to the National Fraternal 
Congress of America, the national association of the fraternals, 
and its forerunners, the National Fraternal Congress and the 
Associated Fraternities of America. The first steps towards a 
financially sound scheme of operation took place in 1898 when 
the National Fraternal Congress Table of Mortality was pub¬ 
lished. This was a table based on the experience of the orders 
and other material and was intended to include the element of 
lapse, the idea being that the mortality tables used by the insur¬ 
ance companies were unnecessarily severe and that their use 
assumed that all members were insured until death. The new 
table was, therefore, assumed to be a safe basis provided no 
surrender values were paid. 

^Regarding this table an authoritative writer^ says: 

When we turn from the method of its construction to its practical 
effect upon the education and progress of fraternal societies, its defects 
are forgotten. It probably had a greater educational result than any 
other mortality table. Let us consider the mental attitude of the 
fraternalists at that time. They had taught their members that the 
large reserves of the life insurance companies were unnecessary and it 
placed them in a difficult position to acknowledge that level premiums 
required the accumulation of reserves. Any mortality table connected 
with the operations of life insurance companies was barred as a mini¬ 
mum-rate table and the fraternal societies had no tabulated data of 
their own at that time of much value. The manoeuvers used in the 
construction of their own table had the appearance of a pseudo-actuarial 
setting to produce a desired result. But in its accomplishments the 
result was worth while. The fraternal societies had a mortality table of 
their own, and with it they proceeded with a great faith and a still 
greater courage to reform their system. 

1 Pipe, S. H. : ** History of Fraternal Insurance,” Rec, Amer, Inst. Actuaries, 
Vol. 16, p. 29. 
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The Uniform Bill approved by the National Fraternal Congress 
in 1892 had not reeognized the need for the net-level-premium 
basis but the reserve principle was reeognized by an amendment 
of 1897. In 1900 the Force BilF^ which required all fraternals 
thereafter organized to adopt adequate rates on the basis of the 
National Fraternal Congress Table was adopted by the Congress. 
The next development along the lines of financial or actuarial 
solvency was the adoption by the National Fraternal Congress 
and the Associated Fraternities in 1910 of the Mobile Bill. 
This bill which became law in several states required adequate 
level-premium raters for all new business and a certain degree 
of progress towards complete actuarial solveruty in each three- 
year period. This bill was in turn superseded by the New York 
Conferences Bill which requires minimum rates on the basis of 
the National Fraternal Congress Table with 4-per-cent interest 
while, if the soci(‘ty allows surrender values, the minimum 
basis of valuation is the American Experience Table. The 
matter of minimum rates and reservfss is perhaps too technical 
to b(i discussed in this volume, and the foregoing outline of 
legislative activities is given as indicating the gradual realiza¬ 
tion that a permanent lif(' insuran(*e business cannot be conducted 
except on the* level-prtunium basis with adequate rates and 
reserves. 

The most recent pro])osals of the Congress include provision 
for the entire' financial separation of business at inadequate rates 
and prohibit the writing of any new business at such rates. 

The business of th(' fraternals has been considerably affected 
by the introduction of group iiKsurance. The authority who has 
already been quoted says: 

Group insurance is probably the greatest blow ever received by 
fraternal societies. It has supplied the need for cheap term protection. 
In search of business the fraternals are being forced more and more to 
adopt the benefits granted by life insurance companies. They are 
criticized for so doing and are warned of the penalties they may expect 
in the shape of taxation. They are told to keep to their original simple 
forms of insurance, but on adequate rates, and find their prospects 
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taken from them under these simple’plans, by the coverage given by 
the group policies of the life insurance companies. 

The insurance business of the fraternals is approximating more 
and more nearly that of the regular companies. The transition 
is not without difficulties and is not being made without a great 
deal of opposition from members of long standing. Readjust¬ 
ment of rates inevitably appears harsh and even unjust to those 
who have paid—on an inadequate scah^—for many years, and 
any plan of adjustment has to be such as can be upheld on legal 
as well as actuarial grounds. An important principle has, how¬ 
ever, been established, the right of a fraternal order (or assess¬ 
ment so(dety) to establish different classes or ^^series’^ of members 
and thus to separate the sheep from the goats, financially speak¬ 
ing. This is one way in whi(*ii the transition to solvency can 
gradually be accomplished. 

Through the medium of the fraternals, life insurance in small 
amounts could be made possible for the wage-earning classe^s 
and, by the elimination of the .services of the agent, at a cost 
bglow the rates charged for indu.strial insurance, the only other 
available method by which most of such persons can obtain 
permanent insurance. 

Assessment Associations .—The present position of the assess¬ 
ment associations is by no means so sati.sfactory or so promising 
as that of the fraternals. These associations operate on many 
different plans, and practically none of them sets up any actuarial 
reserve as such, although the rates are now usually on a level 
premium scale and not on a step-rate or assessment basis. 
The larger associations maintain a large ^‘surplus” which is avail¬ 
able, so far as it goes, to meet future liabilities, but no reserve 
calculations are made. In some cases the policy contracts are 
misleading, and the right of the association to charge additional 
assessments, if necessary, is often not known to the insured, 
since the clause providing for such a charge usually occupies an 
inconspicuous place in the policy. Under the laws of certain 
states, adequate premiums and reserves are required in respect 
of all new members of existing assessment associations, and a 
separation of assets is called for. These associations, which are 
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for the most part commercial associations organized for profit, 
supply no life insurance need which is not very much better 
supplied by the regular companies or the fraternals. 

CANADA 

Fraternal and Assessment Associations. —Since 1919, every 
frat(u*nal society register(‘d by the Dominion has been required 
to include in its annual statement to the Insurance Department 
a valuation of each benefit fund made by a properly qualified 
actuary. Any deficiency disclosed by the valuation must be 
made good, within a p(‘riod not exceeding 4 years, by an increase 
of rates or a rc^duction of benefits. The bases, principles, or 
me^thods of valuation are, by the law, left to the actuary. 

The development of fraternal societies in Canada has been 
similar to that in the United States. Originally some were 
on an unsound l)asis and operated much on the lines of the 
assessment associations. Under the law referred to adjustments 
have becui effected, and the fraternals are now operating on 
sound principles. 

Since 1910 assessment associations have not been eligible for 
registration under Dominion laws. Prior thereto, as a condition 
of registration, the law required these associations (1) to repre¬ 
sent the nature of their business correctly to the public; (2) to 
make a depOvsit of $50,000; (3) to make death benefits a first 
charge on assessments; (4) to state in every policy issued that 
‘Hhe association is not required by law to maintain the reserve 
which is required of regular life insurance companiesand (5) to 
print in every policy, application, etc., the words assessment 
system.” The last of these associations went into liquidation 
in 1908. 
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SAVINGS BANK LIFE INSURANCE 

Origin and Purpose. —In 1907 a law^ was passed by the legisla¬ 
ture of Massachusetts empowering mutual savings banks in that 
state to establish ^Mnsuranec' departments’^ and to engage in the 
business of selling life insurance and annuiticis to residents of the 
state. This law was the result of proposals made by Louis D. 
Brandeis (until recently an associate justice of the UnitcKl States 
Supreme Court) who was, in 1905, acting as counsel for a 
‘‘Policyholders’ Protective Committee” which had been formed 
as a result of the insurance investigations then under way or 
proposed in New York. 

The original idea was evidently to provide a cheap and efficient 
sj^tem which would take the place of industrial insurance and 
which, largely by the elimination of agents, would provide low- 
cost insurance in small amounts for the working classes. In an 
article written in 1906, Mr. Brandeis said:^ 

[The] sacrifice incident to the present industrial insurance system 
[could] be avoided only by providing an institution for insurance which 
would recognize that its function is not to induce working people to 
take insurance regardless of whether they really want it . . . but rather 
to supply insurance upon proper terms to those who do want it. . . . 

Further reference is made in the same article to the “great need 
of life insurance for workingmen.” The limit placed on the 
amount of insurance obtainable indicates the same intention. 
Until 1915, when the limit of insurance on one person in each 
^ Mass. General Laws, Chap. 178. 

* Berman, Edward, “The Massachusetts System of Savings-Bank Life 
Insurance.’^ Bull. No. 615, U.S. Bureau of Labor Statistics. Much of the 
factual information in regard to the Massachusetts plan contained in this 
chapter is taken from this Bulletin or from literature issued by the Division 
of Savings Bank Life Insurance. 


432 



SAVINGS BANK LIFE INSURANCE 


433 


bank was increased to $1,000 the maximum was $500. Again, in 
1915, the legislature appropriated funds to make known ‘Ho 
those in need of industrial insurance the advantages offered by 
the . . . savings banks/^ 

The Massachusetts system has never transacted industrial 
insurance as that term is usually understood, f.c., insurance of 
small amounts issued v^HIthout nuMlical examination and paid for 
by weekly i)remiurns coll(H!ted at the homcis of the policyholders,^ 
The average policy in force in the banks at the present time is 
about $900, whereas the average industrial policy is less than 
$300. Under the savings-bank plan a medical examination is 
required in all cases, and premiums cannot l^e paid with greater 
freqiuuicy than monthly and must be paid at or sent to the bank. 
A recognition of these facts is important in any comparison of 
savings-l)ank insurance' with industrial insurance. 

The reasons originally advanced for the belief that savings 
banks could appropriately perform the functions of life insurance 
companies were: 

(1) Trustees of savings banks are trairu'd to consider the invest¬ 
ment of the savings of persons of small means as a trust to be 
(‘onducted more from a be'neficent than a conmiercial 
standi)oint; 

(2) They have been accustomed to practice strict economy; 

(3) The operation of th(' life insurance busiru'ss as an adjunct to 
the banking business would result in considerable saving in 
expense because the same offices, officials and clerical force 
would be available; 

(4) The large number of existing depositors in the banks would 
create an immediate and sufficient source of life insurance 
business; 

(5) House to house collection of premiums could be dispensed 
with.“ 

' A very small amount of the total insurance in force is reported by the 
Division of Savings Bank Life Insurance as *4ndustrial insurance’^ but 
this is evidently not industrial insurance as above described. 

* Here, again, the original intention of replacing industrial^ not ordinary, 
insurance is apparent. 
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These reasons would, for the most part, seem to be equally appli¬ 
cable in justifying the undertaking of other forms of business 
which might be deemed advantageous to the depositors. 

The idea of savings-bank insurance did not originate with the 
banks. Both in Massachusetts and New York (where a similar 
law was enacted in 1938) the banks were, at least to a certain 
extent, actively opposed to the scheme. The chief, if not the 
only, advantage which a bank can obtain through the operation 
of an insurance department is that those who take insurance 
policies will be likely to become dc'positors. In fact, in both 
states, plans combining savings accounts with payment of premi¬ 
ums have been adopted. Possibly also the profit from ‘^'ollec- 
tion fees'’ (for handling premiums payable to other banks) may 
be a slight additional inducement. The fact, however, seems 
to be that the majority of the savings banks are not interested in 
the plan. 

In view of these facis it is apparent that the force behind the 
savings bank life insurance movement is very largely sociological. 
For Jih(? past 33 years a more or less constant campaign has been 
carried on in many states by’' the Massachusetts Savings Insur¬ 
ance League wdiich was organized by the supporters of the plan 
in 1906 and one object of wdiich is to establish the plan throughout 
the country. As already stated, the efforts of the League have, 
thus far, met wdth success only in the two states mentioned. 
Bills have been introduced in many other states but have not 
been enacted. Such bills have generally been opposed by the 
life insurance com[)anies mainly on the ground that the proposed 
schemes were unfair and discriminatory in that the insurance 
departments of the banks were, under the proposed laws, not 
made subject to the same conditions and requirements as the 
companies. These bills have usually also been opposed by the 
banks. 

Savings-bank insurance has, thus far, been furnished at a 
substantially lower cost than ordinary insurance and, of course, 
at a much lower cost than industrial insurance, with which, 
however, it is not at all comparable. Lower cost is its only 
raison (THre, The elements in this lower cost, its implications, 
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and the question of whether the difference in cost can be main¬ 
tained in the future are all matters which must be weighed in 
any fair consideration of the plan. 

Organization and Administration of the Massachusetts 
System. State Administration .—The Massachusetts system is 
controlled by an incorporated body known as the General 
Insurance Guaranty Fund, consisting of seven unpaid trustees 
appointed by the Governor. The administration of the system 
is in the hands of the Division of Savings-Bank Life Insurance 
which is one of the three divisions of the Department of Banking 
and Insurance, the other two being the Division of Banks and 
the Division of Insurance. 

The Division of Savings-Bank Life Insurance is in charge of 
the Commissioner of Savings-Bank Life Insurance who is a trustee 
of the General Insurance Guaranty Fund, and the work of the 
division is more directly carried on by a salaried Deputy Com¬ 
missioner of savings-bank life insurance. 

The office of the Deputy Commissioner corresponds in many 
ways to the home office of a life insurance company of which 
the individual ^Snsurance departments^^ of the banks are the 
branches or agencies. There is a state actuary and a state 
medical director who perform, in general, all the functions 
performed by the corresponding officers of a life insurance 
company. The law forbids the employment of soliciting agents 
but since 1915 the Division has employed two Instructors^’ 
whose duties are to educate workers” throughout the state in 
the advantages of savings-bank life insurance. This is done by 
visiting industrial plants and addressing the employees. The 
office of the Deputy Commissioner, in addition to performing the 
technical functions of a home office carries on an active campaign 
of publicity on behalf of the insurance departments of the banks 
and thus supplies much of the usual publicity service undertaken 
by the agency departments of the companies. 

Prior to 1927 {i.e. for the first 20 years) the entire expense of 
the services furnished by the office of the Deputy Commissioner 
were paid by the state, that is, by general taxation, nothing being 
contributed by the insurance departments of the banks. In 
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1927, the legislature passed a law requiring the banks to pay the 
cost of stationery furnished by the Division, and in 1929 a further 
measure was enacted under which the banks gradually assumiul 
the responsibility for all operating expenses of the Division. 
Under this law the banks have paid all such (*xpenses since 1934. 
The fact that during the first 26 years of tlu' system the banks 
have thus enjoyed the advantage of freedom, in whole or part, 
from many of tlu^ principal expenses incident to the operation 
of a life insurance business is, of course, a factor to be considered 
in any (;ost comparisons based on past experience. While the 
banks now pay all actual expenditures^’ of the Division it 
does not appear that aii}^ charge is made for rental of office 
space in the states building, corresponding to home-offic(' nuital, 
an important item in the expense of a (*ornpany. 

Organization of Insurance Departments .—A mutual savings 
bank wffiich desircis to establish an insurance departnumt must 
(1) obtain the approval of the Commissioner of Insuran(*e and 
the Commissioner of Banks, (2) obtain api)roval of two-thirds 
of its trustees and the inajority of its incorporators, (3) provide 
a '^Special Expense Guaranty Fund” of not less than $5,000, 
an^ (4) either provide a Special Insurance Guaranty Fund” of 
not less than $20,000 or, if this recpiiremerit is waived by the 
General Insurance Guaranty Fund (the controlling authority), 
enter into a contract with the Fund when^by the latter guarantees 
all risks of th(^ bank until the bank accumulates a surplus of 
$20,000 or 10 per cent of its policy reserve, whichever is greater. 

The Special Expense Guaranty Fund is intended to supplement 
the income available for expenses in the earlier years of operation. 
It may be retired when net profits permit, and when, in the 
opinion of the commissioners of banks and of insurance, it is no 
longer needed. 

The Special Insurance Guaranty Fund is similarly intended to 
enable a bank to meet any early death losses which may arise. 
Only the first six banks entering the scheme provided a Special 
Insurance Guaranty Fund. All others have made contracts 
with the General Insurance Guaranty Fund. 
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In addition to the above requirements, each insurance depart;- 
mont may be required to pay to the General Insurance Guaranty 
Fund 4 per cent of all premiums collected, to be held as a com¬ 
bined general guarantee or conting(m(;y fund. Under the law 
this payment may be redticed or discontinued when the net 
assets of the General Insurance Guaranty Fund reach $100,000 
or exceed 5 per cent of the aggregate policy reserves of all the 
insurance departments. This happened in 1921, at which time 
the 4 per cent contributions ceased. The net assets of the 
General Insurance Guaranty Fund are now about $200,000 
which is less tlian one per cent of the aggregate policy reserves 
(amounting to about 23 million dollars) but resumption of pay¬ 
ment of the 4 per cent of premium colh^ctions (or part thereof) 
has not been required. The individual surpluses of the insur¬ 
ance departments are limited to 10 per cent of their own policy 
reserves. 

Under the law the ass('ts of the insurance department of a bank 
are applicable only to the liabiliti(‘s of that department, and 
similarly the assets of the banking department are not available 
for satisfaction of any claims on the insurances department. The 
security of the ])olicyholders is represented only by the assets of 
the insuranc(i department of the bank in which they are insured, 
together with the guarantee of the General Insurance Guaranty 
Fund. 

A further important feature in connection with the security of 
the individual banks is the system of ‘‘unification of mortality.’^ 
Under this system, any insurance department which in any year 
has a lower ratio of actual to expected death claims than the 
average ratio for all banks combined pays into the General 
Insurance Guaranty Fund an amount computed by the State 
Actuary, and the amounts so obtained are apportioned to those 
insurance departments having a ratio higher than the average. 
The extreme fluctuations in the mortality experience which are 
to be expected in such small units are thus reduced. In this 
calculation allowance is made for the proportions of new and old 
business in force. 
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Policy Contracts .—The insurance departments of the banks 
issue all of the principal standard forms of insurance policies and 
annuities. Premiums* may be paid annually, semi-annually, 
quarterly, or monthly, but not weekly and may be paid to any 
bank operating an insurance department or which acts as a 
collecting agency for the system or to various employers' agencies, 
credit unions, etc. There are over 300 su(;h agencies. All of 
these, except employers' agencies, receive a collection fee of 
2 per cent for transmitting premiums to the bank entitled to 
receive them. 

The policies contain the usual provisions found in the contracts 
of life insurance companies, including optional modes of settle¬ 
ment. The provisions as to non-forfeiture are much more liberal 
than in the companies, a cash value of the full reserve being 
allowed after 6 months, and loans after one year. These pro¬ 
visions virtually eliminate ‘Mapse" where that term is used to 
denote a termination before the contract has acquired a (*ash 
value. The comparisons of lapse rates as between the savings 
banks and the companies, which are a feature of the literature 
published by the Deputy Commissioner, are therefore, to some? 
extent, misleading. 

Policies are not issued with either disability (waiver-of- 
premium or waivcr-and-income) or double-indemnity benefits. 

A 5-ycar term policy is issued which may be renewed without 
medical examination for successive periods with final termination 
at age 65. 

Limit of Insurance .—The largest amount of insurance which 
may be obtained by one person from any one bank is $1,000 and 
the maximum annuity, $200 per annum. These amounts may 
be obtained from each bank so that at the present time any 
resident of Massachusetts may apply for $26,000 of savings bank 
insurance and an annuity of $5,200 per annum, amounts which 
seem quite far removed from the original idea of furnishing for 
the working classes a substitute for industrial insurance.^ About 

1 At the present time (1939), by voluntary agreement between the banks, 
with the approval of the State Actuary, single premium annuities are limited 
to an income of $50 a year in one bank and to $600 a year in all banks. 
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30 per cent of the total premium income at the present time is 
for annuities. Where it is desired to buy more than $1,000 of 
insurance, it is not necessary to go to more than one bank, 
since any bank can handle the whole application, distributing the 
total among the different banks as desired. This practice 
emphasizes the character of the banks as mere agencies so 
far as the routine of operation is conc(irned. 

Surplus and Dividends .—Each bank must set aside from 20 per 
cent to 75 per cent of its profits until it has accumulated a surplus 
of $20,000. Thereafter at least 85 i)er cent of the profits must be 
distributed in dividends. The maximum surplus permitted is 
10 per cent of the reserve, too low a margin of surplus for such 
small insurance funds as are represented by the individual insur¬ 
ance departments of the banks. The average surplus for all 
banks is only about $75,000, or just under 8 per cent of reserves. 
The General Insurance Guaranty Fund of about $200,000, if 
pro-rated among all the banks, would increase the ratio to nearly 
9 per cent. In view of the size of these individual funds, this 
percentage can hardlj’' be considered to represent a very high 
degree of safety. 

Dividends at the pnvsent tim(^ are paid on a uniform scale 
by all banks. This has been done since 1935. In 1935 four of 
the banks paid less than the 'M)asic scalefixed by the State 
Actuary. ‘^Unification of mortality’^ eliminates differences 
from that source but, since the expense and interest rates are 
not “unified,^’ it would appear that each bank should have its 
own dividend scale, depending on its own interest and expense 
rates. 

The original “basic dividend scaleinvolved an assumed 
earned interest rate of 5j^ per cent, thus, in effect, giving policy¬ 
holders in the insurance department the advantage of a much 
higher rate than was being paid to the depositors in the banking 
department. The scale was changed in 1935 when the interest 
rate was reduced to 4.6 per cent. The interest factor in the pre¬ 
sent dividend scale involves a total interest rate of 3.75 per cent. 

Regulation and Taxation .—The insurance departments of the 
\ banks are subject to supervision both by the Commissioner of 
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Banks and the Commissioner of Insurance. Their funds must 
be invested in the same manner as deposits in the banking depart¬ 
ment except that they may make policy loans. Approximately 
half of the total funds are invested in bonds and about one-third 
in real-estate mortgages on Massachusetts property. 

The insurance funds are taxed on the same basis as savings- 
bank deposits. Because the banks are exempt from taxation on 
a large proportion of the total deposits (including those invested 
in real-estate mortgages on Massachusetts property or in bonds 
of the United States or of the Commonwealth of Massachusetts) 
the insurance departments pay a lower tax tiian would be paid 
if they were taxed on th(i satin' basis as life insurance companies— 
probably about half as much. Mutual savings banks are also 
exempt from federal income tax while life insurance compani('s 
are not. 

Expenses .—The expenses of operation of ('ach bank are required 
by law to be apportioned by the trustees equitably between the 
banking department and the insurance' department. The extent 
to which this requirement of the law has b(‘(ui carried out in the 
past is questionable. An inspection of the most recent report 
of t& Commissioner indicates that the expenses charged to the 
insurance departments are, to say the least, on a modest scale. 

New York Savings Bank Insurance Law. —The New York law 
passed the legislature in March 1938, and the plan was ])ut into 
operation January 1, 1939. In most respects the New York 
law is identical with the Massachusetts law from which it 
was evidently copied. There are, however, some important 
differences: 

(1) Administratiori .—In Massachusetts the Commissioner of 
Insurance is not, in any way, made responsible for the administra¬ 
tion of the plan, which is controlled by a body of trustees 
appointed by the Governor. In New York the Superintendent 
of Insurance—a regulatory official—is charged, through his 
appointive power, with a large part of the responsibility of 
administration, in particular with responsibility for most of the 
duties which are performed by the Actuarial Director and the 
Medical Director who are appointed by him. The Superin- 
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tendent, in his regulatory capacity, will approve his own acts 
as the administrator of savings-bank insurance as well as the 
acts of companies competing with the system. 

(2) Limitation on Total Insurance Obtainable. —The limits of 
insurance and annuities obtainable from each bank are the same 
under both laws, namely $1,000 of insurance and an annuity of 
$200 per annum. The New York law, however, provides that 
'^no savings and insurance bank shall issue any policy of life 
insurance to any applicant who has already obtained from any 
other savings and insurance banks policies of life insurance in 
the aggr(‘gate amount of three thousand dollars exclusive of 
dividends and profits.” This provision is a recognition of the 
purpose for which savings-bank insurance exists, to provide 
low-cost insurances for persons of small means. This principle 
was expressed by Superintendent Pink of New York as follows: 

The purpose of savings-bank insurance is not to bring the state into 
competition with private comj)anies but rather to make available to 
lower income groups the benefits of cooperation with the savings banks 
in reducing the cost of insurance. 

(3) Taxation. —The New York law requires that the insurance 
departments of the banks shall be taxed on exactly the same 
basis as the companies, when^as in Massachusetts they are taxed 
on the effectively much lower basis applicable to savings banks. 

(4) Policy Forms. —The New York law specifies that every 
policy issued small contain, on its face, the following statement: 
^^The only assets of this bank which are liable for and applicable 
to the payment and satisfaction of the liabilities, obligations and 
expenses of the insurance department of this bank are the assets 
of the insurance department of this bank.” There is no such 
requirement in the Massachusetts law but policies issued there 
contain the statement: *'The assets of the Insurance Department 
of the Bank and of the General Insurance Guaranty Fund, as 
provided for by statute, are liable for any obligations incurred 
by the bank on account of this policy.” It will be noted that 
this statement indicates that certain funds ^^are liable,” not that 
these funds alone are liable. 
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Comparative Cost of Savings Bank Life Insurance. —It is 

evident that the insurance departments of the banks enjoy 
privileges and advantages which are not shared by the regular 
companies and which all have some effect on the cost of insurance. 
The cost of insurance under the Massachusetts savings-bank 
system has, thus far, been lower than in any of the companies. 
Because of the elimination of agents^ commissions and other 
savings in expenses, the cost, in future, may continue to be lower 
but, for the reasons discussed below, the differences in cost are 
likely to be reduced. 

Apart from capital gains and losses, there are three elements 
in the cost of insurance: the rates of mortality, of interest, and 
of expense. A more favorable experience in respect of all three of 
these elements than has ]>een enjoyed by the companies explains, 
according to the advocates of the system, the difference in cost 
which has existed in the past and which, they indicate, is to be 
expected in the future. 

Mortality .—The mortality experience to date under the Massa¬ 
chusetts syst(‘m has apparently been very favorable. A proper 
comoarison cannot be made with the experience in the companies 
on tne basis of the ratio of aggregate actual to expected mortality 
since that ratio is naturally much lower in the banks up to the 
present time because^ of (1) the much greater proportion of 
recently selected lives and (2) the preponderance of young 
lives as compared with the companies. Some information in 
regard to the ultimate mortality experience under the savings- 
bank system is given in a report published in the Convention 
Bulletin of the 45th Annual Meeting of the Savings Bank Associa¬ 
tion of the State of New York. In that report the ultimate 
mortality rates under the Massachusetts system are compared 
with similar rates based on the recent experience of some of the 
principal companies. Up to about age 30 or 35 there is very 
little difference, but at the higher ages the savings bank mortality 
rate is increasingly lower than in the companies. 

An important point is that in the companies the mortality 
savings in the early years of insurance are offset by the high 
rate of initial expense. These savings, or, at least, a large 
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part thereof, are therefore not available, as in the banks, to 
reduce the cost of insurance in the early years. For the first 
few years of insurance, therefore, the mortality factor of the 
dividend is likely to V^e, and in fact should be, higher in the banks 
than in the companies. The actual results over a period of years 
will depend on the comparative ultimate experience. The 
absence of large policies in the banks will tend to keep their 
ultimate mortality rate down. On the other hand, the larger 
element of self selection by those insured in the banks, as well 
as the inclusion of a higher proportion of lives from groups 
having normally a higher rate of mortality than the average, may 
operate in the opposite direction. These elements, together 
with th(' more limited facilities of sek'ction available to the banks 
indicate the possibility of higher, rathcT than lower, ultimate 
mortality. As th(' bank plans grow older and become more 
stable-- as regards relative proportions of new and old business—it 
would seem at least questionable therefore whether any advan¬ 
tage will be derived by the banks from favorable mortality, except 
during the first few y(^ars of insurance. 

Interest. —There* would seem t/O be no more reason to suppose 
that the banks will be able to earn a higher interest rate than the 
companies than that they can secure a lower mortality rate. 
Any significant variation in the interest rate would indicate a 
relaxing of the usual standards of prudent investment applicable 
to insurance funds. The fact is that the rate of interest earned 
by or credit(^d to the insurance departments of the banks in 
Massachusetts has been generally higher than in the companies 
and higher also than the rate credited to depositors in the same 
banks although the law requires investments of precisely the 
same character in the two departments. 

At the present, time there seems to be no reason to suppose 
that the banks will be able to earn a materially higher rate of 
interest than the companies, so that little, if any, advantage to 
the banks is to be expected from that source. 

Expense .—It is upon a low rate of expense, due largely to the 
elimination of soliciting agents, rather than to a low rate of 



444 


LIFE INSURANCE 


mortality or a high rate of interest, that the diiference in cost 
will chiefly depend. 

An important fact which is likely to be overlooked in a discus¬ 
sion of relative expense is that the elimination of the agent 
involves the elimination of his services. It is not to be pre¬ 
sumed that the elimination of the agent is all gain. On the 
contrary, the agent renders a variety of services which are either 
not available at all to the savings-bank applicant or policyholder 
or which are not available except at (*onsiderable personal incon¬ 
venience. Such services, which are supplied at the policyholder’s 
home or office, include expert advice as to forms of policies 
available in different coni])ani€\s, arrangements for optional modes 
of settlement, programming existing insurance in one or more 
compani(‘s, changes in plan of insurance or in mode of premium 
payments, servi(H\s in connection with policy settlements, and 
many other matters. Some part, at least, of the saving in cost 
under the savings-bank plan must be written off against the loss 
of such servic^es. 

Much of the saving in expense, other than agents’ commissions, 
which has been enjoyed under the Massachusetts system, through 
the fairnishing of fre(' service by the state, has been eliminated for 
the Aiture and will not exist under the New York plan after the 
first year. Further savings have in the past been due to the 
method of allocating expenses as between the savings and 
banking departments. In view of the fact that in the companies 
the average charge for agency commissions does not exceed, 
perhaps, 10 per cent of premiums, it does not seem that, assum¬ 
ing a proi)er allocation of expenses in future, the savings banks 
can eventually furnish insurance at a greater saving than about 
ten per cent. Against this saving must be reckoned the loss of 
competent agency service and, what is more important, the 
acceptance of a lower degree of security of payment. 

The fundamental question involved, so far as expense is con¬ 
cerned, is whether it is better to have a relatively small number 
of persons insured at low cost than to have a very much larger 
number insured at a somewhat higher cost. From the point of 
view of economic advantage and the general public welfare, there 
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is no doubt that the latter is preferable. If so, the ageiu*y system 
and the expense of maintaining it are entirely justified. 

Criticisms of Savings Bank Life Insurance. —Some of the 
criticisms directed against the plan at the time of its inception 
have not been justified by experience. It was claimed that the 
number of persons who would voluntarily seek such insurance 
would be negligible. The number of policies in force in Massa¬ 
chusetts—over 170,000—can hardly be regarded as negligible, 
and the number is rapidly increasing. It was also claimed that 
the mortality rate would be excessive because a large proportion 
of substandard lives would attempt to get this form of insurance, 
a prophecy which has not proved accurate. Other criticisms 
were that the interest rate would be low because of the invest¬ 
ment restrictions on savings banks, and the lapse rate high. 
Partly for reasons which have already been discussed, neither has 
proved to be the case. 

It would seem that the plan may be open to criticism chiefly 
on two grounds: (1) that the competition which it creates is 
unfair; (2) that it is inferior in service and security to insurance 
in the companies. 

Unfair Competition ,—Under the existing system of government 
it is generally considered that it is not the function of the state 
to enter directly into competition with private business. It 
would seem to follow that it is not proper for the state to lend 
its prestige and support to a favored class of private insurers 
and to carry on active propaganda on behalf of that class to the 
detriment of other classes. The operation of savings-bank 
insurance has gone further. The banks not only enjoy the 
active support of the state. Their insurance business is, to all 
intents and purposes, actually operated by the state, and in such 
a way as to convey the impression that the state stands behind 
it. In Massachusetts, some of the publications of the Division 
of Savings Bank Life Insurance—an administrative body—are 
more or less direct attacks on the business methods of the 
companies. Neither these publications nor the forms of contract 
used appear to stress suflSciently the important fact that savings- 
bank policies are not guaranteed by the state. 
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In addition, the banks have enjoyed, in the past and, although 
to a much lesser extent, still enjoy at the present time, what, in 
effect, amounts to a state subsidy towards the payment of 
expenses. In Massachusetts the banks are also taxed on an 
effectively lower basis than the companies. 

While the companies have not recognized the necessity, desira¬ 
bility, or propriety of permitting savings banks to write life 
insurance, some of them have more recently taken the general 
position that they will not oppose savings-bank insurance except 
to the extent that the banks are permitted to operate under less 
stringent rules and requirements than the companies. In the 
abscuice of equal conditions and requirements, and so long as 
the state actively engages in the promotion of one plan as against 
another, savings-bank insurance, they believe, constitutes unfair 
competition. 

Security .—The plan of operation which has been found neces¬ 
sary for savings-bank insurance is evidence that savings banks 
are not thems(dvcs qualified to conduct a life insurance business. 
The fact is that, under the (existing plan, they do not conduct it. 
The plan in actual operation corresponds in many essential 
particulars to the operation of a single life insurance company 
conducted by a state department from a ^^home office located 
in the capital building and with ^^agencie^s^^ in the offices of the 
participating banks but with the important distinction that, 
instead of a single large insurance fund responsible for all liabili¬ 
ties of the ^'company’’ the fund is split into as many parts as 
there are banks, each of which is liable only for the claims of that 
particular unit. 

It is extremely doubtful to what extent the average policy¬ 
holder under the savings bank plan realizes (1) that the state 
does not guarantee his jjolicy, (2) that th(i assets of the banking 
department of the savings bank in which he takes insurance 
are not liable for the insurance contracts, and (3) that the entire 
security behind his contract is represented by (a) the assets of 
the insurance department of the bank—^which are insignificant 
compared with those of all but the smallest life insurance com¬ 
panies, and (b) a claim on the General Insurance Guaranty 
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Fund, a fund which (in Massachusetts) amounts at present only 
to about $200,000 and which is the sole security, other than the 
assets of the individual insurance departments, available to all 
the banks in the system. 

In view of the high degree of individual financial responsibility 
it is important to note that the surpluses carried by the insurance 
departments of the individual banks must not exceed 10 per cent 
of reserves. The relatively high percentage of surplus to reserves 
in the Massachusetts system is .sometimes pointed out as an 
indication of strength as compared with the somewhat lower 
percentage in the majority of the companies. Thus, in the 1936 
edition of the “Survey” of the Massachusetts system issued by 
the Deputy Commissioner, the following statement appears: 

the Savings-Bank Life Insurance system points with pride to the fact 
that the percentage of surplus maintained over the required reserve on 
October 31, 1935 was 9.10 per cent. This does not necessarily mean 
that the policyholders in the large life insurance companies which main¬ 
tain a smaller percentage of surplus are not adequately protected. It 
does mean, however, that the policyholders in Savings-Bank Life insur¬ 
ance enjoy a wider margin of safety. 

The fact is, of course, that the percentage of surplus to reserves 
should be greater for a small company than a large one. In the 
case of such extremtdy small units as are found in the savings- 
bank system, it would be difficult to say what percentage could 
be regarded as sufficient. 



CHAPTER XVIII 
INTERNAL ORGANIZATION 


The internal organization of a life insurance company is 
broadly divided between the work of the home office and that 
of the branch offices and agents. The general management and 
control of all the company^s affairs rest with the home office, 
while many details of administration and most of the work of 
new business production are carried out at, or by, agencies and 
branch offices throughout the territory in which the company 
operates. The organization of the home office will first be con¬ 
sidered. Naturally there is considerable variation in the detail 
of the systems of organization of different companies. The 
following paragraphs therefore can only outline the subject in a 
general way. 


HOME OFFICE 

Duties of Directors. —The supreme control of a life insurance 
company is exercised by directors (or, as they are sometimes 
called in mutual companies, ‘‘trustees^') when acting as a full 
board. The full board represents, and is elected by, the stock¬ 
holders of a stock company or the policyholders of a mutual 
company. Control by the full board can be exercised in only 
a general way. A more active participation in the management 
by individual directors is obtained by the appointment of small 
committees of the board to which certain powers are delegated 
by the full board. These committees usually include an executive 
or insurance committee^ a finance committee^ a claims committee^ 
and an auditing committee. 

The duty of the executive committee is to make recommenda¬ 
tions in regard to all questions affecting the general methods of 
carrying on the business, as, for example, the classes of insurance 
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to be written, the rates of premium to be charged, tlie terms of 
the company’s policies, the territory in which the company is 
to operate, and so forth. 

The finance committee decides the general investment policy 
of the company and is concerned chiefly with investment of the 
company’s funds. All questions of sale or purchase of real estate 
or securities, gianting of mortgage loans, bank deposits, and 
similar matters come within the province of this committee. 
In larger companies there will usually be a separate committee 
to deal with real estate and mortgage loans. The claims com¬ 
mittee has jurisdiction over the payment of claims and, in particu¬ 
lar, action in regard to doubtful or contestable (daims. The 
auditing committee maintains a general supervision over the 
company’s accounting system. 

Directors’ committees will, as a rule, be guided to some extent 
by the recommendations of the officers of the company directly 
concerned. Frequently executive offi(!ers of the company are 
themselves members of the board and of directors’ committees 
or, if not, attend them in an advisory capacity. This is neces¬ 
sarily so in the case of committees dealing with technical details 
of the business. In general, the function of directors is not to 
initiate action but to approve or disapprove the recommendations 
made by the officers of the company who carry on its active 
management and who are in close touch with its affairs. 

Duties of Officers. —The effective control of the company in 
all routine operations is necessarily in the hands of the officers 
and the heads of departments. The duties of the various officers 
are regulated by the provisions of the company’s by-laws. In 
practice, the duties of officers vary in different companies accord¬ 
ing to size, the nature of the business, and other considerations. 
In theory, the president of the company supervises all the depart¬ 
ments of the company while the vice-presidents each have active 
supervision of one or more departments according to the size 
of the company. They assist the president and act for him in 
his absence. 

An executive officer is one who has power to bind the company, 
that is, power to contract on behalf of the company. The 
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oxocutive officers are usually the president, vice-presidents^ and 
the secretary, but variations are found in different companies. 

The normal distribution of the work of the home office into 
departments may be illustrated by considering the action neces¬ 
sary in dealing with an average application for insurance. The 
application is secured by an agent who is under the control of the 
agency department. The applicant is examined by an examiner 
appointed by the medical department. The applicant must then 
be “inspectedby a correspondent, who may be appointed by the 
medical or inspection department. The correspondent is usually 
a representative of one of the credit-n^porting companies but 
in some cases is an employee of the insurance company. The 
rate of premium to b(^ charged is calculated by the actuarial 
department. The policy form, which is prepared or approved by 
the law department, is written and issued by the department 
in charge of policy issues. The premium received and the 
commission paid to the agent are entered on the books of the 
company by the comptrollers or accounting department, and 
the net amount is deposited in the bank and subsequently 
invested by the treasurers department. The principal records 
and 4jhe necessary correspondence are under the control of the 
secretary's department. 

Each of the departments mentioned has, of course, many 
duties in addition to those to which reference has just been 
made. These duties vary according to the practice of different 
companies, the distribution of work by departments depending 
largely on the size of the company. The principal duties of 
each department will now briefly be described. 

Agency Department. —The agency department is usually 
under the direct charge of a vice-president or other executive 
officer, who is assisted by one or more superintendents of agents. 
This department has general charge of the company’s offices 
other than the home office and of the conduct of the company’s 
business transacted at such branch offices. It is also the duty 
of the agency department to secure new business. To do this 
it will make contracts with soliciting agents, either through its 
branch managers or by arrangement with general agents and, in 
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the former case, will fix the terms of agents' contracts, including 
the rates of commission to be paid. The rates of commission 
should be approved by the actuary who is responsible for the 
sufficiency of premiums. The agency department will appoint 
the general agents or branch managers, as the case may be, 
who have general (charge of the company's affairs in various 
localities throughout the country where business is transacted. 
The agency department will also prepare rate books and canvass¬ 
ing literature for the use of the agents and will carry on such 
educational work as is necessary to equip the agency force for 
successful performance of their duties.^ 

Department of Selection of Risks. —Selection of risks, or, as 
it is sometimes called, widerwriting of risks, is partly the work 
of the medical department, which is under the control of the 
medical director^ and partly the work of the non-medical under¬ 
writers. The medical d(^partment must select and appoint 
medical examiners throughout the territory covered by the 
company, and a large part of its work will consist in scrutinizing 
and reviewing the reports made on applicants by these exam¬ 
iners. The most important duty of the medical director is to 
make recommendations of medical standards to be adopted by the 
company in the selection of risks. For this purpose the medical 
department will arrange for the collection of statistical informa¬ 
tion of all kinds bearing on the question of medical selection. 

Non-medical selection in larger companies is usually under the 
control of a supervisor of risks. In smaller companies it may be 
under the control of the medical director. Arrangements will 
be made for the availability of local correspondents from whom 
information may be secured and the collection and classification 
of miscellaneous information bearing on the insurability of various 
types of risks and, sometimes, the organization of a specially 
trained staff for the purpose of inspecting applicants for large 
amounts of insurance. 

Most companies perform a large part of the routine work of 
reviewing applications through the medium of specially trained 

' The general organization of the agency department in relation to the 
field will be described in the second part of this chapter. 
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lay selectors. The majority of cases of moderate amount do 
not call for any special skill in selection. Those which involve 
any doubt as to insurability are referred to the medical director 
or supervisor of risks, while for difficult or doubtful cases or cases 
of large amount there is frequently a special selection committee. 

Actuarial Department. —It is the duty of the actuary of the 
company to see that its operations are conducted on a sound 
financial basis. An actuary is specially trained in calculations 
which involve the rate of interest and the rate of mortality, on 
which the business of life insurance depends. His duties arc, 
however, of a broad nature, and, in addition to much routine 
work of a technical description, he must advise the other officers 
of the company on many matters affecting the company’s 
business. The actuary is, in short, the company’s technical 
advisor. 

The work of the actuarial department has to do chiefly with 
premium rates, reserves, and dividends. The actuary recom¬ 
mends the bases of mortality, interest, and loading upon which 
the premium rates are to be calculated, and his department 
prepares tables of premiums for the use of the agency depart¬ 
ment. An important duty is the calculation, at the date of a 
financial statement, of the amount of the liability on existing 
policies (the reserve) and the determination of the amount 
available for distribution among policyholdcirs as dividends. The 
methods and formulas of dividend distribution are also deter¬ 
mined by the actuary, who must keep all records required for 
either reserve or dividend calculations. The actuarial depart¬ 
ment furnishes the tables of cash and other non-forfeiture values 
which appear in the company’s policies and makes all necessary 
calculations when policies are lapsed, surrendered, or changed 
in any manner. In conjunction with the comptroller or auditor 
the actuary prepares the annual financial statement. In addi¬ 
tion, the actuarial department keeps the necessary records of 
the mortality experience of the company and makes any mortality 
or statistical investigations which may be needed or desirable 
and for which its equipment and knowledge are particularly 
suited. 
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Law Department.^ —The law department approves all forms 
used in the transaction of the company's business, such as applica¬ 
tion blanks and policies. When payments of any kind are made 
under the terms of policy contracts the law department will 
determine, if necessary, to whom payment should.be made, par¬ 
ticularly where the company has notice of assignments, bank¬ 
ruptcies, or other claims. It will also examine titles in connection 
with the real estate and mortgage transactions of the company 
and make the necessary arrangements for protecting the com¬ 
pany’s interests in such matters. In connection with the 
company’s investments it will ascertain, if necessary, whether 
bonds, etc., proposed for purchase have been legally issued, what 
the security is, and whether the company can legally purchase 
them. The company’s counsel will take care of its interests 
in any lawsuits in which it may become involved and will arrange 
for appearances and representation. The law department must 
also keep in touch with all legislation affecting life insurance, 
whether in Congress or in state legislatures, as well as with the 
numerous rulings of the State insurance departments, so that the 
company may not fail to be informed of, and comply with, 
the provisions of all such laws or rulings. 

Department of Issue. —The secretary^ registrar, or other officer 
in charge of issues, prepares the policy in all cases where the 
application has been approved and keeps a register of all policies 
issued. This register is a source of information for all depart¬ 
ments on such matters as the name of the insured and the 
beneficiary, the description of the policy, its plan, and amount. 
Upon it will be entered all records of assignments, changes of 
beneficiary, and other amendments to the contract. It is neces¬ 
sary for other departments to keep, for their own purposes, 
records of all policies issued, and the registrar must, therefore, 
furnish to all departments concerned details of each policy issued 
to enable them to make the records which they require. For 
example, the comptroller must keep such records for use in the 
accounting of premium payments, and the actuary for the pur- 

1 The law department is frequently referred to as the *4egal*’ department. 
All departments are, of course, legal departments. 
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pose of calculating reserves and dividends, and compiling 
mortality experience. 

Comptroller or Auditor. —The comptroller or avditor is respon¬ 
sible for the proper accounting of all the financial transactions 
of the company. He keeps the individual records of premium 
payments and maintains the necessary ledgers and other books 
required to record all receipts and disbursements and all accounts 
necessary for the preparation of the company’s financial state¬ 
ments. An important part of the duties of his department is 
the examination and audit of all financial statements sent to 
the home oflice by the various agencies of the company as well 
as the periodical audit of the books kept at branch offices. The 
comptroller is responsible for notif 3 dng other departments 
concerned when the premium on any policy is not paid in order 
that any action necessary to carry out the terms of the contract 
may be taken at the proper time. 

Treasurer’s Department. —The treasurer has custody of the 
securities in which the company’s funds are invested and is 
responsible for keeping proper records of all transactions in 
connection therewith. If he is in charge of investments generally, 
hefwill make recommendations to the finance committee in 
regard to investments available for the company’s funds and 
furnish information as to the amount of money available for 
investment. He also reports on the standing of banks in which 
the company’s money is to be deposited and regulates the 
amounts of balances which should be maintained. In connec¬ 
tion with the recording of investments, he will maintain records 
showing the amortized values of bonds where such values are 
used and will keep such records as are necessary to prepare the 
financial schedules of the convention blank. 

The cashier of the company acts under the treasurer and takes 
charge of the actual cash transactions, including the receipt of 
premiums, interest, and other income and the payment of death 
claims, surrender values, dividends, expenses, and so forth. 
The department of policy loans, in which are prepared loan 
notes and in which are kept the necessary records of policy 
loans and interest, is also usually under the jurisdiction of the 
treasurer. 
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Secretary’s Department. —The secretary is responsible for 
the handling and filing of correspondence and has custody of all 
records relating to policies issued, including assignments or other 
notifications of claims against policies in force. Frequently 
the department of issue is under the direct supervision of the 
secretary. It is also the duty of the secretary to record the 
l)roceedings at board meetings and at the meetings of the various 
committees of the board. 


THE FIELD 

Necessity for Agents. —Applications for insurance rarely 
come unsolicited but must be secured by the active efforts of 
soliciting agents. The expense inseparable from the employ¬ 
ment of agents is sometimes criticized. Experience shows, how¬ 
ever, that, if soliciting agents are dispensed with, the amount 
of business secured will be exceedingly small. The oldest regular 
life insurance company in the world, the Equitable Life Assurance 
Society of London (founded 1762), is the classic example of what 
(‘.an be accomplished without agents. After a successful career 
of about 175 years that company issues annually only a few 
hundred policies (mostly, however, of substantial amount) in 
spite of the fact that its reputation and financial soundness are 
unsurpassed, and the results to its policyholders remarkably 
favorable. Some of the early life insurance companies in this 
country did not employ soliciting agents. The amount of their 
business was trifling even for their own times and insignificant 
when compared with the smallest companies of the present day. 
At the present time only one regular life insurance company in 
the United States transacts business without the intervention of 
agents. That company relies chiefly on extensive advertising, 
but its business is small. All state schemes of life insurance, 
such as that which has been carried on by the British Govern¬ 
ment for many years and the state scheme of Wisconsin, have, in 
spite of the obvious advantage in the high degree of security 
offered, been practical failures as regards the amount of insurance 
obtained, which has been so small as scarcely to justify their 
existence. In Great Britain comparatively few people even 
know that the government issues policies of life insurance, while 
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the general fear of red-tape prevents many from taking govern¬ 
ment policies. An apparent exception is the U. S. Government 
War Risk Insurance. This large business was, however, obtained 
by very active and, in fact, aggressive solicitation during the 
war. The terms of insurance, moreover, were, and are, exceed¬ 
ingly favorable. Another possible exception is the system of 
savings bank life insurance which has been in operation in 
Massachusetts since 1908 and in the State of New York since 
January 1939. In Massachusetts the amount of life insurance 
wliich has been issued is small compared with the amounts 
issued by the regular companies.^ 

It is, therefore, well established that the only way, in ordinary 
circumstances, to sc^cure any considerable volume of business is 
to employ soliciting agents. It is a somewhat extraordinary fact 
that life insurance, which to most people is one of the necessities 
of life, must be sold by more or less aggressive methods, but such 
is the case. 

In the United States and Canada the agency system has been 
developed to a much greater extent than in any other countries, 
and the business of selling life insurance is followed by many 
thAsands of persons, both men and women, as an exclusive 
occupation. In other countries the majority of agents sell life 
insurance only as opportunity offers and as a means of supple¬ 
menting their income from other sources. The result is that in 
other countries both the total amount of insurance in force and 
the amount per capita are small in comparison with the corre¬ 
sponding amounts in this country. 

According to a recent compilation the total amount of life 
insurance in force throughout the world at the end of 1936 was 
approximately 164 billion dollars, of which 112 billions was under 
policies issued by companies in the United States and Canada. ^ 

Part-time Agents. —^Although it is generally true that the 
bulk of the business done by most companies is written by a 
relatively small number of regular whole-time agents there is 
also a considerable amount of business done by part-time agents. 

^ Savings bank life insurance is fully described in Chapter XVII. 

* Proceedings of the Association of Life Insurance Presidents, 1938, p. 116. 
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Most of these agents are either beginners in the business who have 
not, as yet, decided to make life insurance their sole occupation, 
or agents in small towns and country districts where the amount 
of business obtainable is not large. 

From the points of view both of the companies and of the 
whole-time agents there is, naturally, some objection to part- 
time agents. The company knows that the whole-time man is 
a more consistent producer, is better informed, and consequently 
far more valuable, while the whole-time agent looks on the 
part-timer as an interloper who takes away business which legiti¬ 
mately belongs to whole-time agents. Nevertheless, there is a 
place for the part-time agent. Many of the best whole-time 
agents might not be in the business at all if they had been com¬ 
pelled at the outset to take the risks involved in a complete 
change of occupation. Generally speaking, the chief opposition 
to part-time agents is in the cities where the agency forces are 
mon^ highly organized, more carefully selected, and more 
thoroughly trained. A few years ago committees representing 
the companies and agents recommend(?d the adoption of the 
following part-time agreement which is reproduced here in order 
to show the attitude of the companies, as well as the regular 
agents, to the part-time question. 

In order to reduce agency turnover, to increase public confidence 
ill life underwriters and in life insurance, to eliminate obviously unquali¬ 
fied persons entering the business—all of which would result in increasing 
the flow of quality business, and creating improved field morale, the 
following Declaration of Guiding Principles is formulated in the hope 
that it will be generally subscribed to by those in the life insurance 
business charged with agency responsibility. 

1. An urban center is defined to be a city of 50,000 persons or 
more, according to the 1930 United States census, and shall be under¬ 
stood to include certain territories within a radius of ten miles (more 
or less) from the center or boundary of such cities. Included also shall 
be certain additional natural population centers adjoining such urban 
centers. 

2. A part-time agent is defined to be one who, in addition to selling 
life insurance, is engaged in work other than insurance in any of its 
branches. 
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3. No part-time agents, as defined in paragraph 2, will be hereafter 
employed by this company to sell life insurance or annuities in urban 
centers, as defined in paragraph 1. 

4. Part-time agents, as defined in paragraph 2, now employed in 
urban centers, as defined in paragraph 1, shall be given an opportunity 
between now and December 31, 1935, to decide whether they wish to 
give up their other occupation or occupations, and thereafter, if they do 
not give up such other interests, their contracts shall be cancelled. 

5. No contract shall be made with or business accepted from the 
so-called ^'one case” man who is not engaged full time in the insurance 
business. 

6. The production of all newly appointed agents shall be reviewed 
regularly at the conclusion of the first six contract months and those 
contracts shall be cancelled where the business sold is inadequate in 
our opinion. 

7. In addition, we shall review periodically the contracts of all agents 
with a view to cancelling those who are unfit. 

8. We agree to make an earnest effort to improve the selection of 
agents involving more care in the process and probable reduction of 
numbers hired. 

9. We agree that no contract will be made with an agent now 
employed by another life insurance company without first communicat¬ 
ing «rith the home office of the employing company. 

10. We agree to request the Superintendent of Insurance to cancel 
immediately the licenses of all agents whose contracts with this company 
are cancelled. 

Brokers. —In addition to regular agents appointed by, and 
working for, one company only there are, in the large cities, 
many general insurance brokers writing life insurance. Brokers 
transact a general insurance business and do not confine them¬ 
selves to life insurance. Through their contacts in connection 
with insurance generally they are able to place a considerable 
volume of life insurance and frequently have contracts with 
several life insurance companies placing the business as desired 
by their clients. At least one important company, however, 
does not transact business with brokers but requires that all 
business shall come through one of its own soliciting agents. 
This requirement is made for the advantage and protection of its 
agents. It is also apparent that since life insurance is, generally 
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speaking, far more complicated than any other form and since 
the purchase of a life insurance policy usually involves at least 
some element of investment and the payment of premiums during 
a long period of years (whereas other forms of insurance are 
written on short term contracts) the sale of life insurance calls 
for expert advice. General insurance brokers seldom have the 
knowledge of life insurance contracts which is necessary if they 
are to give a client worth-while advice. 

Training and Education of Agents. —During the last 30 years 
a great improvciment has been made both in the standard of 
selection of soliciting agents by the companies and in the training 
which they receive. The time has passc^d when selling insurance 
was a last resort for the man who had failed in everything else. 
Most, if not all, companies now require new agents to undergo 
a course of training which includes a knowledge of the funda¬ 
mentals of life insurance and many companies have prepared 
elaborate text-books and instructional courses for this purpose. 
Those who do not come up to specified standards are not accepted. 

Such educational work is a recognition of the fact that the agent 
must be not merely a salesman—although that is naturally 
an important qualification—but must know his business suffi¬ 
ciently well to enable him to give correct information and proper 
advice to his clients. 

The life insurance business is technical. There is a grave 
necessity for good advice to those who are about to insure 
their lives and who have little or no knowledge of the subject. 
Such matters as different plans of insurance, terms of the policy, 
provisions regarding the beneficiary, methods of settling policy 
proceeds, must be correctly and adequately explained. On all 
of these matters the life insurance agent should be qualified 
to advise, and it is not too much for the life-insuring public to 
expect him to do so. He need not, in fact cannot, be an actuarial 
expert, but he should certainly be acquainted with the funda¬ 
mentals of his business. Nearly all companies are now endeavor¬ 
ing to see that he has this qualification. 

An important development in the educational field was the 
organization of the American College of Life Underwriters 
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which grants upon examination the degree of Chartered Life 
Underwriter (C.L.U,). Its examinations cover a wide range 
of subjects. An increasing number of agents arc qualifying for 
this degree which is recognized as an indication of knowledge 
and business standing. 

The question of ihi) qualification and education of ageuits is one 
of the most important in the insurance business today and one 
which is receiving a great deal of attention. It is now recognized 
that the appointment of unsuitable or unqualified men as solicit¬ 
ing agents is bad for all concerned and is of direct disadvantage 
to the companies in many ways. 

Licensing of Agents. —In most states life insurance agents 
must secure a license from the state insurance department or 
other department having control of insurance matters. In 
some states the license sets forth the name of the company with 
which the agent is under contract; or for which he is to solicit 
insurance. In such states an agent, if he wishes to transact 
business for more than one company, must secure a separate 
license in respect of each company. Unless, however, the agent 
is carrying on a general brokerage business he will, as a rule, 
be Required by the terms of his contract to work for one com¬ 
pany alone. Other states grant a licensee whi(di permits the 
agent to solicit applications for any company operating in the 
state, w^hile a few^ states do not require any license. In some 
of the southern states local licenses are required by county 
authorities in addition to a state license. 

Agents’ Contracts. —The soliciting agent receives a contract 
either from the company or from its general agent under whom 
he is to work. Under the general-agency system th(» contract is 
with a general agent operating in a particular locality and not 
with the company itself. The contract sets forth the rates of 
commission which will be paid on new business and on renewal 
collections. A comparatively high rate of commission is usually 
paid on the initial premium for a new policy with renewal 
commissions at a lower rate for a few years. Companies operat¬ 
ing in the state of New York must conform to the limitations 
on the amounts and rates of commission specified in the law of 
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that state. Some companies have special schemes of remunera¬ 
tion and offer special inducements to secure payment of renewal 
premiums and to prevent lapse. 

The commission system in general use, involving a dispropor¬ 
tionately high commission in the first year with correspondingly 
low commissions thereafter, while to some extent bound up with 
the whole-time agency system, is undoubtedly not the best 
system either for the companies or the agents. A more nearly 
level basis of remuneration would be far better for all concerned. 
So far, however, the practical difficulties of bringing about a 
change have apparently been insuperable. This is a question 
which is likely to receive a great deal of attention in future, 
as it affects the efficient operation of the business in many 
ways. 

Other clauses in the agent\s contract recite the obligation 
of the agent to pay over to the company without delay all 
l)reniiums collected by him on its behalf, notifiy him that h(i 
is not authorized to make any alterations or modifications 
in the terms of the company\s policies, and prohibit rehating. 
Rebating is the granting to the person insured, as an inducement 
to take the policy, a part of the commission paid to the agent 
by the company. In former years, the practice of rebating was 
common. It was found that it had a tendency to increase com¬ 
mission rates, since the agents, in order to meet practical condi¬ 
tions, were compelled to pay out a considerable part of their 
compensation and demanded a higher rate to enable them to do 
so. This practice increased the cost of insurance to the policy¬ 
holder. In some states rebating is a penal offense for which 
both the agent and the person accepting the rebate may be 
punished by fine or imprisonment. Rebating probably exists 
to some extent even under present laws, and although difficult 
to detect or prevent, the companies and the agents themselves 
through their associations do everything possible to stop it. 

The general business ethics of life insurance solicitation have 
been placed on a much higher plane than formerly, largely 
through the activities of national, state, and local life under¬ 
writers^ associations. These associations do not confine them- 
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s(4ve8 to promoting the welfare of their members but are active 
in safeguarding the reputation of the business as a whole. 

ORGANIZATION OF THE FIELD 

To what extent the establishment of bran(*h offices should 
be carried is a question the answer to which depends on a variety 
of considerations. Some expense is involvcjd in entering new 
territory, and in the matt(*r of expense a young company is 
limited. In any case the volume of business which a small or 
recently organized company can handle is limited, for reasons 
which have betni ex])lained in Chap. VTI, and as a rule such com- 
pani(\s do not operate in more than two or three states. Other 
considc^rations for such companies are the reserve requirements of 
the various states, the* amount of taxation, and the prospects of 
success, particularly with regard to comj)etition. It may be 
undesirable' to entc'r a state because of legal requirements. At 
the present tinier probably the only state where such a situation 
exists is Texas, where, because of the requirements of the Robert¬ 
son law,^ few outside companies are licensed. 

Another consideration of some importance is the condition 
of ^he t('rritory as to health, sanitation, and the mortality 
rate. Generally speaking, the mortality rate in the southern 
states is higher than in the northf^rn states. While most of the 
(companies transact business in the South as well as in the 
North, most of them will not accept applications for insurance 
from persons living in the more unhealthful districts of certain 
states. 

There are two principal systems of organizing the field forces 
of a company, the general-agency system and the hranch-ofice or 
direct-agency system. 

General-agency System. —Under the general-agency system, 
which is at present much more common than the branch-office 
system,—about three-fourths of the companies using the general- 
agency system—a general agent is given the exclusive representa¬ 
tion of the company in a specified territory. The general agent 
receives a contract from the company under which he is paid the 

' See page 282. 
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maximum rates of commission on all business secured in his 
territory. He may, in addition, be paid collection fees or allow¬ 
ances in respect of renewal business and possibly a contribution 
towards the expense of maintaining his office. He is entirely 
responsible for the organization and remuneration of the agenc^y 
forces in his territory, and the agents whom he appoints, if any, 
make their contra(;t with him and not with th(i com})any. The 
other work of the company in the territory, such as the collection 
of premiums and loan interest and all oth(‘r routine transactions 
with the policyholders of the company, may be in charge of the 
general agent, or he may leave them entindy in th(^ care of a 
separate salaried force of the company working under his direction 
but not employed by him and having nothing to do with the 
obtaining of new business. It is of some advantage to the gcmeral 
agent to have the means of contact with th(‘ company’s policy¬ 
holders which such routine opcTations afford. On the other 
hand, the necessity of attending to numerous matters of detail 
may prevent him from den^oting the majority of his time to 
his principal duty, that of securing new insurance. 

In this duty the g(*neral agent may redy chiefly on his own 
efforts or he may endeavor to secAire results by employing a large 
agency force. He may be, and usually is, a large personal 
producer of business, but whether he is or not, he should give 
to his subagents such opportunities and siudi rates of com¬ 
mission as will attract and retain the best men obtainable. In 
this way he will build up a considerable volume of business, 
the income from which, represented by the margin between the 
commission he receives from the company and the commission 
which he pays under his own contracts with individual agents, 
will, together with his personal buvsiness, probably eventually 
exceed the amount which he would realize from personal produc¬ 
tion alone. 

The organization of such an agency from the point of view of 
the general agent presents many questions, the answers to which 
must depend largely on individual experience and opinion. 
Some general agents may consider it desirable to build up a large 
agency force by attracting as many agents as possible through 
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the offer of attractive terms. The general agent may agree to 
guarantee a minimum income for a certain period or to pay a 
small salary if necessary in ordc^r to add to his agency force 
those who might not at first have the necessary confidence to 
trust entirely to their own abilities to secure a sufficient amount 
of new business. Others may consider that the expense and 
risk of loss involved in such methods are not likely to be com¬ 
pensated by a corresponding increase in income and will take 
the view that only those should be employed who have sufficient 
self-reliance to trust entirely to their own energies and abilities 
to make a success of life insurance field work. 

The general agent who relies chiefly on his own personal 
production may secure for a time a greater income than if he 
were to relinquish some of his personal opportunities in order 
to build up a large force of agents. But it is a question whether 
such a man would not do much better to act quite independently 
as a soliciting agent without any of the duties or responsibilities 
attached to the position of a general agent. 

The general-agency system is probably losing ground as 
compared with the branch-office system, and it is doubtful if 
m(|tny new real general-agency contracts are being made. 

The Branch-office or Direct-agency System. —Under the 
second system of agency organization, the company's representa¬ 
tive in the field is a salaried manager who acts in all matters and 
with all subsidiary employees and agents on behalf of the com¬ 
pany. The manager’s salary Usually consists of a base salary 
independent of production, with additional remuneration depend¬ 
ing chiefly on the amount of new business produced, and on the 
persistency of the business produced. In addition to salary 
he may receive commissions on personal production, although, 
as a rule, it is not intended that he shall compete with the regular 
agents. The contracts of the agents appointed by the manager 
are made with the company, and all expenses of the manager’s 
office are paid by the company. 

The qualities required for a manager under the direct-agency 
system are similar to those necessary in the case of a general 
agency. He may have been a good personal producer or an 
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associate or assistant manager who has proven his ability to 
stimulate and instruct agents. The manager, being the com¬ 
pany's representative, is in charge of all of the company's 
business in his territory and cannot, therefore, spend much of 
his time in the personal pursuit of new business. The extent 
to which he does so depends largely on the individual and on 
the size of the agency. 

The routine duties connected with the daily transactions of the 
business are directly superintended by a cashier, and frequently 
the manager leaves such matters almost entirely to the discretion 
of the cashier, spending practically all of his time in the field with 
the active agency force. 

Comparison of the General-agency and Direct-agency Sys¬ 
tems. —Rates of commission and cost to the company are about 
the same under both systems. The direct or managerial system 
gives the company more effective control of individual agents and 
closer contact with its policyholders. 

It is sometimes maintained that the branch-office system is 
cheaper and more efficient than the general-agency system even 
though more expensive at the outset. The fact that all branch 
offices of a company are operated on the same general lines 
and subject to the sam(' rules and regulations insures a certain 
desirable uniformity in the treatment of all aspects of the com¬ 
pany's business and keeps control in the home office—where it 
belongs. The general-agency system, however, involves less 
trouble for the home office, particularly in regard to dealings 
with agents, since these are entirely under the control of the 
general agent. 

In establishment of new agencies the managerial system is 
more expensive since the company pays maximum commissions 
as well as salaries and all expenses, but later the expense is greater 
under the general-agency system because of the higher rates of 
renewal commission and other allowances which are necessary 
where there is no salaried manager. 

Internal Organization of Branch Offices. —The internal organ¬ 
ization of a branch office or general agency is modeled to some 
extent on the home office. The principal departments will be 
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those having to do, respectively, with the appointment and super¬ 
vision of agents, with the selection of risks (including both the 
medical examination of applicants and the securing of reports 
or inspections), and wdth the accounting and control of routine 
matters. In a large agency the manager or general agent fre¬ 
quently has an assistant manager or an agency supervisor. 
In addition his staff includes a medical referee (or chief local 
medical examiner), a cashier, and other necessary office help. 



CHAPTER XIX 


REGULATION AND TAXATION 
REGULATION 

There can be little difference of opinion that, to some extent 
at least, life insurance is a proper subject for p;overnmental 
regulation. It has sometimes been held that a policy of “fre('- 
dom and publicity^' is the best for all concerned and that by 
making freely available sufficient information as to the o])('ra- 
tions and financial condition of the companies a sound and 
healthy condition will be maintained through the force of compe¬ 
tition but, in this country at any rate, it is gcuierally agn'ed that 
freedom and publicity are not sufficient in themselv(\s to insure 
this result. 

Reasons for Regulation. —Thci size and importance of tlu^ 
busiiievss, the enormous sums of money involv(Kl, and the large 
number of persons whose interests ar(‘ affected are all good rc'asons 
why some governmental regulation is essential. Many of the 
laws affecting life insurance companies originate from such 
considerations. Examples of such laws are theses which regulate* 
the mode of organization of life insuranca* companies, or which 
prescribe the classes of securities in which the funds may be 
invested, or which fix minimum standards for reserves. 

A further reason for legislative regulation arises from the 
highly technical nature of the life insurance contract. A life 
insurance policy is a lengthy document, full of technical phrase¬ 
ology which is often beyond the comprehension of the person 
insured. The insured has no part in the preparation of the 
contract and is usually unfamiliar, not only with the principles 
of life insurance, but also with the gen(*ral rules of law. Hence, 
if life insurance policies were subject merely to the ordinary 
legal rules applicable to contracts, some policyholders would be 
at a disadvantage. For example, provisions might be inserted 
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in the policy, the force of which might not be apparent, and 
which would place limitations on the benefits secured. Thus, a 
provision that all statements of the insured shall be considered 
to be warranties would probably not be questioned by the aver¬ 
age applicant although, if he realized that by agreeing to this 
he guaranteed the literal truth of every statement in his appli¬ 
cation, however trivial, he probably would not accept a policy 
containing such a provision. Again, the mere omission from the 
policy of certain provisions, such as those dealing with non¬ 
forfeiture or reinstatement, might have serious results from the 
policyholder\s point of view, although he would probably fail, 
in most cases, to notice their absence unless he had a certain 
familiarity with the practice of life insurance. Consequently, 
many laws exist which have to do with the terms of the con¬ 
tract. As has been explained, practically all states require 
life insurance policies to contain stab^d standard provisions. The 
application and other statements of the insured are usually sub¬ 
ject to special rules of law which prot(H?t him against certain 
consequences which might result from an ignorance of legal 
technicalities. 

‘^Federal versus State Control. —^Life insurance is a nation¬ 
wide business and, in the opinion of many, should be controlled 
by the federal government rather than by the several states. 
At the present time, however, legislative control of life insurance 
companies is in the hands of the states. It has been established 
by decisions of the Supreme Court of the United States^ that 
life insurance is not commerce,^’ so that, while the business of 
life insurance is an interstate business it is not interstate com¬ 
merce and is, therefore, not directly under the control of the 
federal government. The court has also repeatedly held that 
corporations, including insurance companies, are not citizens^’ 
of a state nor of the United States within the meaning of the 
federal constitution. Hence they are not covered by Art. IV, 
Sec. 2 thereof, which provides that 'Hhe citizens of each State 
shall be entitled to all privileges and immunities of citizens in 

^ Paul vs. Virginia^ 8 Wallace (U. S.) 168. 

New York Life Insurance Co, vs. Deer Lodge Countyy 231 U. S. 495. 
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the several States,” nor may they invoke the protection of that 
part of the fourteenth amendment to the Constitution which 
prohibits a state from making or enforcing any law which 
shall abridge the j^rivih^gc's or immunities of citizens of the 
United States.” 

The states, therefore, unquestionably have the right to enact 
and enforce such laws regulating the business of life insurance 
as they see fit, provided, of course, that the^ laws are consti¬ 
tutional. The state may not, however, exact as a condition of 
the corporation’s engaging in business within its limits that any 
of its rights secured to it by the Constitution of the United States 
may be infringed.^ It may exclude from its territory any com¬ 
panies which fail or refuse to comply with any constitutional 
laws—no matter how burdensome these laws may be. It may, 
for example, requin' payment of fees of any amount or require any 
information it desin's from the companies. By compliance with 
the valid conditions precedent, the foreign (other-state) insurance 
company is put on a level with all other insurance companies of 
the same kind, domestic or foreign, within the state; and tax laws 
made to ai)ply after it has been so received into the static are to be 
considc'red laws enacted for the purpose of raising revenue for the 
state and must conform to the equal protection clause of the 
Fourteenth Amendment. The rights of the states are so broad 
that until 1922 it w^as even laid that the companies were bound 
by a law prohibiting the transfer of litigation from the state 
courts to the federal courts. Consequently, where such a 
law (jxisted, the supreme court of the state was the final court 
of appeal in all disputes unless the company was prepared 
to forfeit its license and be expelled from the state—a penalty 
altogether out of proportion to any benefit which could be 
secured by such action. This was undoubtedly a gross violation 
of constitutional rights, and, by a decision of the United States 
Supreme Court, such laws are now^ unconstitutional. ^ 

It is unfortunate in some ways that control of the life insur¬ 
ance business is not lodged with the federal government. State 

^ Hanover Fire Insurance Co. vs. Harding^ 272 U. S. 494 (507). 

* Terral vs. Burke Construction Company^ 257 U. S. 529. 



470 


LIFE INSURANCE 


control leads, for example, to unnecessary expense through the 
immense amount of duplication of work, not only by the com¬ 
panies but by state officials and departments. Volumes of 
departmental reports which contain almost precisely the same 
information are published by many of the states at considerable 
expense of time and money, an expense which is thrown entirely 
on the policyholders of the companies through the imposition of 
innumerable fees and taxes. 

A much more serious matter is that regulation of life insurance 
companies by the states leads inevitably to a great deal of 
ill-advised legislation and a still greater amount of attempted 
legislation which fails of enactment. In order to avoid serious 
loss, it is necessary for the companies to keep a careful watch 
over all proposed legislation on life insurance matters and to 
endeavor by all proper means to prevent the enactment of bad 
laws. Examples of objectionable legislation are found in the 
bills which are introduced from time to time in certain states 
with the object of compelling life insurance companies to pay 
as a death claim the reserve (or a part of it) in addition to the 
sum insured or to compel them to reduce the premium when a 
poJicy loan is made. Such proposals are due to ignorance of the 
fundamentals of the business of life insurance. If such laws 
were passed, a serious situation would be created, resulting in the 
probable withdrawal from the state of all outside companies, if 
not in the entire cessation of new business. 

For those companies which do business throughout the country 
the variations in the requirements of more than 40 insurance 
commissioners and other officials involve a serious increase in 
the work in the companies^ offices, an amount of labor and 
expense for which there is no compensating return. An illustra¬ 
tion of this is found in the various rules and regulations regarding 
policy forms. When a company wishes to revise its policy 
forms or to introduce a new form it must submit specimen 
copies to the insurance departments of a large number of states. 
Objection may be taken by one of them to some phrase or pro¬ 
vision in the proposed form, and a redraft may be necessary 
requiring resubmission of the form to the states which had already 
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approved it. The use of special application blanks is necessary 
in some states in order to comply with the state laws or with the 
rulings of the insurance department. Occasionally special forms 
of policies different in certain particulars from the companies^ 
customary forms, or special endorsements modifying the terms of 
the policy, are needed wdiere the requirements of different states 
are contradictory. Although the object of such regulations is 
the protection of policyholders, this state of affairs is undoubtedly 
contrary to the interests of policyholders generally. The 
additional security or the additional benefits supposed to be 
obtained by policyholders in states which make unusual require¬ 
ments of this nature are trifling, wdiile the increase in the cost 
of life insurance caused by the cumulative effect of all such 
regulations is a substantial loss to all. 

Federal regulation of life insurance—provided, of course, it 
replaced state control and did not vest the federal government 
with powx^rs greater than those* now^ exercised by the several 
states individually—would seem to constitute an advantage to all 
policyholde^rs, as it would result in a very consideirable rciduction 
in the expense of carrying on the business. Presumably a federal 
code of insurance laws would be as free from objectionable 
features as exi)ert knowfledgo and advice could make it. It 
must be remembered that l)ad law^s in one state affect the interests 
of policyhold(*rs in all state's, since the interc'sts of the (jompanies 
are the interests of the policyholders, and expense incurred 
through the requirements or laws of any one state must be 
reflected in the premium rates or dividends wdiich apply to all. 
Federal control WT)uld mean uniformity and would do away with 
many of the complications and difficulties introduced by having 
to satisfy many different masters instead of one. 

At the present time, however, the prospects that life insurance 
will be placed under such federal control seem rath(^r remot(\ 
Failing this, the next best thing is the greatest possible degree 
of uniformity in the insurance law^s of the various states. In 
this respect a great deal has been accomplished by the recom¬ 
mendations of the National Association of Insurance Com¬ 
missioners as well as through the activities of the companies 
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themselves with the intelligent and friendly cooperation of 
the state insurance officials. The attitude of the insurance 
commissioners is almost invariably helpful, and there is little 
doubt that if the power lay in their hands the position of the 
companies with regard to hjgislative control would be almost 
as favorable as it would be if the companies were directly under 
the federal government. Unfortunately the chief })ow(‘r of 
regulation lies with the state legislatun^s and not with the insur¬ 
ance commissioners, who are mc'rely (‘harged with enforcing 
the laws of their states. While the officials of the several insur¬ 
ance departments generally have an ad(‘quate undc^rstanding 
of the business, it is impossible for all the members of the state 
legislatures to appreciate the complicated and difficult ques¬ 
tions involved. Consequently, tluTc is in many states a more 
or less continuous supply of bad bills arising from either ignorance 
or prejudice, and the companies are under tlu^ continual necessity 
of combating such legislation. 

Development of Governmental Supervision. —In the first 
half of the nineteenth century the few lift' insurance companies 
then existing were not subjt'cted, as such, to special govern- 
nlfental control. They wert^ required, howtnt'r, to makt^ such 
reports to the state departments as were required from moneyed 
corporations of other kinds. Later, a special questionnaire was 
introduced in New York for use in connection with the reports 
of life insurance companies, but until 1864 some of the (‘ompanies 
were exempted from these requirements by tlu' terms of their 
charters. 

A further development of the supervision of life insurance 
took place in 1851 when the state of New York introduced the 
principle of requiring a deposit of securities from the companies. 
This step was criticized as a discrimination in favor of large 
companies as against small ones (the dc^posit required being 
the same for all) and as against companies from other states, 
since nearly all the large (;ompanies were New York companies. 
The principle is of very doubtful value in view of the compara¬ 
tive insignificance of the deposit required and the inconvenience 
and trouble involved in handling it, but the principle has been 
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retained and widely adopted. The New York deposit law 
was, in fact, probably responsible for introducing the idea of 
retaliatory legislation, which is, at the present time, one of the 
most objectionable features incident to control by the states. 

The first state to provide specifically for the supervision of 
insurance companies and to appoint officials for that purposes 
was Massachusetts where, in 1852, the secretary, treasurer, and 
auditor of the Commonwealth were appointed a Board of 
Insurance Commissioners. Three years later an independent 
l)oard was created and a separate insurance department formed. 
The insurance department of Massachusetts performed its duties 
from the first in a vigorous manner and introduced at an early 
date some requirements which at first met with considerable 
opposition from the companies. The direct cause of the estab¬ 
lishment of the Massachusetts department was the large number 
of failures of mutual fire insurance companies, and one of the 
earliest acts of the departmemt was to establish a standard 
of solvency for life insurance companies.^ This standard was 
rigorously enforc(id in the face of much opposition, and, although 
in some respects the requirements of the department were open 
to criticism, there is no doubt that the general effect on the life 
insurance business was salutary. 

The establishmciiit of a standard of solvency was followed a 
few years later by a compulsory non-forfeiture law, which also 
was opposed by the companies. The principles involved in 
these two laws have, however, survived all opposition and are 
now well established as features of the control of the life insur¬ 
ance business in America. 

In 1859 an insurance department was established by the state 
of New York, and duties similar to those performed by the 
Massachusetts department were undertaken. In the next 10 
years 35 states either established special departments for the 
supervision of insurance or delegated such supervision to specified 
officials appointed for the purpose. 

It may be noted that one of the immediate results of the wide¬ 
spread increase in state supervision and the consequent stiffening 

‘ See p. 126. 
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of requirements was the failure of a number of the smaller and 
weaker companies, some of which had been operating on unsound 
lines, but many of which were merely unable to comply with 
the strict requirements of the insurance departments. Many 
of the failures which took place in the period from about 1865 
to 1885 were due to extravagance and inefficient methods, and 
some to dishonesty, but the largest number was due to the 
strict enforcement of state requirements, particularly regarding 
reserves and the admissibility of assets. 

With the formation of insurance departments and the appoint¬ 
ment of supervising officials there came, also, developments in 
the laws regulating the organization of life insurance companies. 
There was, and still is, much variation in the laws and n^iuire- 
nients of the several stat(^s in regard to many details of super¬ 
vision, but these differences were greatly diminished by the 
wide-spread revision of insurance laws which took place as a result 
of the Armstrong investigation in New York in 1905. Since 
that time the most imi)ortant influence in the direction of uni¬ 
formity of life insurance legislation has been the recommendations 
made at the periodical meetings of the National Association of 
Inswurance Commissioners. 

National Association of Insurance Commissioners. —The 

National Association of Insurance Commissioners, until 1935 
known as the National Convention of Insurance Commissioners, 
has been in existence since 1870. Its original constitution, 
adopted in 1894, was superseded in 1935 by a new constitution 
and by-laws. The objects of the Association are to promote 
uniformity in legislation and administrative rulings affecting 
insurance, to increase the efficiency of officials charged with the 
administration of insurance laws, and to protect the interests 
of policyholders. The present constitution provides for 13 
standing committees, including committees on blanks, examina¬ 
tions, laws and legislation, life insurance, social security, taxation, 
and valuation of securities. 

Reference to examples of uniformity in state requirements 
affecting life insurance as the result of efforts by the National 
Association has already been made in the preceding chapters. 
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Suffice it to mention at this point that among the Association’s 
outstanding achievements in that respect belong the form of 
annual statement (^'convention blank’0 ^i^d the valuation of 
securities ("convention values”)* The "zone-system” of "con¬ 
vention examinations” of insurance companies doing business 
in two or more states by joint action of insurance-department 
representatives of several states on behalf of all states in which 
the company to be examined docs business is an example of 
eliminating useless and expensive duplication of supervisory 
work. 

Functions of the Insurance Commissioner. —^At the present 
time state insurance df^partments and officials have a wide range 
of duties. The insurance commissioner, superintendent of 
insurance, or other official in charge is responsible for the approval 
and control of the organization of new companies. He is 
generally required to condmtt a periodical examination of the 
business of the companies operating in his state. In some states 
the insurance department annually checks the calculation of the 
policy reserve, while all require an annual statement of accounts 
and the other particulars called for in the convention blank. 
An important duty of the insurance commissioner in many states 
is the examination and approval of policy forms, application 
blanks, and other forms to be used within the state, in order to 
insure that these comply in all respects with the laws of the state 
and are, in his opinion, free from objectionable features. In 
addition to these and other similar duties, the insurance com¬ 
missioner frequently undertakes to investigate disputes between 
the companies and their policyholders on behalf of the latter. 

The extension of supervision and of the duties of insurance 
departments adds to the expense of conducting the business, 
since all of the expense of supervision—and a great deal more 
besides—is collected from the companies through a variety of 
forms of taxation. 


CANADA 

Regulation. —The situation in Canada as to regulation of life 
insurance companies is quite different from that in the United 
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States. In Canada both the Dominion (federal government) 
and the Provinces state” governments) have authority to 
incorporate insurance companies. 

A company incorporated by the Dominion does not require 
a provincial license as a condition of operating within any 
province, but such companies are subject to all laws of the 
provinces affecting property and civil rights. The Dominion 
also has the power to register a British or foreign company to 
transact business throughout Canada, subje(^t in part to Domin¬ 
ion law (as to capacities and i)()wers) and in part to provincial 
law (as to property rights and civil rights). 

A company incorporated by a Province may, unless its charter 
powers preclude it from so doing, ac(iuire from other provinces 
or foreign countries the right to transact business therein; or it 
may obtain Dominion registration, but such registration does 
not enlarge its corporate powers, although it does enable it 
to exercise those powers throughout Canada if there is no imp(idi- 
ment thereto. 

Regulation of provincial companies in regard to all matters 
oi^roperty and civil rights, including, for example, the terms of 
policies and the rights of parties, is definitely vithin the control 
of the Provinces and not of the Dominion. This has been 
settled by decisions of the Privy Council—the highest court of 
appeal for Canada. 

In 1923 a conference of Commissioners on Uniformity of 
Legislation in Canada drafted a Uniform Life Insurance Act” 
which during the following tw'o years, upon recommendation 
of the Association of Superintendents of Insurance of the Prov¬ 
inces of Canada, was duly adopted in all the Provinces, except 
Quebec. On January 1, 1932, the Uniform Act also went into 
effect in Newfoundland. A complete revision of the Uniform 
Act, again sponsored by the Association of Superintendents, 
went into effect in the eight Provinces on July 2, 1936. The 
Uniform Act, both as originally enacted and as revised, deals 
only with contracts of life insurance and the rights and status 
of persons to whom insurance moneys are payable. Incorpora¬ 
tion, licensing, or regulation of insurance companies are dealt 
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with by separate provincial statutes or by the Dominion law. 
Since enactment of new Dominion insurance statutes in 1932, 
the Dominion law, which theretofore had supplemented the 
Uniform Act of the Provinces, no longer contains any provisions 
affecting life insurance contracts or related matters covered by 
the Uniform Act. 


TAXATION 

Life insurance companies, which are, in effect, merely coopera¬ 
tive associations of policyholders, should bear their fair share 
of taxation. Such taxes as those on real estate or other property 
owned, the federal income tax, and the payroll taxes imposed on 
employers for federal and state unemployment compensation 
or old age pension purposes, are clearly as applicable to a life 
insurance company as to any other taxpayer. The companies 
should also pay their share of the cost of maintaining the state 
insurance departments and of necessary supervision. Unfortu¬ 
nately, in addition to these legitimate burdens, the companies 
have been compelled to assume a much larger and totally unjust 
tax burden through a vark^ty of forms of special taxation, levied 
by state and local authorities, which, in the aggregate, mulct the 
companies in sums far beyond the necessary or reasonable con¬ 
tributions which they should make. At the present time life 
insurance companies are, in the aggregate, paying taxes amount¬ 
ing to over 10 per cent of their gross inv(?stment income. 

State and Local Taxes. —If the companies were called upon to 
pay only the necessary expenses of administering the insurance 
departments, the total amount involved would rx'>t be large. 
In addition to charging such expenses against the companies 
the states have, without exception, laid upon them a further 
and much more serious burden of taxation. The following 
statement (from an editorial in the Eastern Underioriter of July 13, 
1923) indicates the general situation: 

Illinois collects $3,500,000 a year from the insurance companies 
in taxes and fees. In reality, it is exacted, not from the companies, 
but from the citizens of the state who have the thrift and the foresight 
to protect their lives and property and earning power. These taxes 
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were originally imposed for the maintenance of the insurance depart¬ 
ment, created to safeguard the interests of the policyholders and to 
supervise the solvency of the insurance carriers. From raising enough 
to meet these expenses the insurance taxes have been steadily increased 
as revenue producers, until now the insurance department is one of 
the largest contributors to the general treasury of the state. Last year, 
of the $3,500,000 collected, indirectly from the premium payers of the 
state, only $108,000 was expended for the insurance department. 
The balance went into the general fund and was expended for purposes 
having no connection with insurance and for the benefit of millions who 
carried no insurance and made no contribution to the amount. 

That conditions have not improved since the foregoing state¬ 
ment was made is amply demonstrated by the last annual report 
of the Illinois Department of Insurance, which shows that of the 
$7,869,313 collected by the Department in taxes and fees during 
the fiscal year ended June 30, 1938, $7,319,582, or 93 per cent, 
were turned into the State Treasury, the total (expenditures of tine 
Department amounting to (uily $549,731. It has recxuitly been 
estimated that, in addition to defraying the entire operating 
expenses of the irisuraiicee departments of the states, the insurance 
business alone pays approximately 4 per cent of the general 
expenses of all the states as the result of such exc(3ssive contribu¬ 
tions indirectly exacted from policyholders in the United States. 
According to a bulletin^ prepared by the Insurance Department 
of the Chamber of Commerce of the United States 95 cents 
out of every dollar collected in insurance taxes by all the states 
goes to the general funds of the stat(\s and only 5 cents for service 
to policyholders. The actual figur(\s tabulated over the last 
16 years show that in that period the amount spent for policy¬ 
holders never has been so much as 5 cents out of each dollar in 
about two-thirds of the states. The maximum in any one state 
was 16 cents. Thus a particular class—which has already paid 
taxes for the general welfare—^is singled out for additional 
taxation. 

The special insurance taxes collected from life insurance 
companies by state and local authorities include premium taxes, 

1 No. 49 (Feb. 2, 1939). 
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license fees from both company and agent, charges for expenses 
of statutory examinations of companies, and miscellaneous 
filing, publication, and other fees. Life insurance companies, 
like other business corporations, pay taxes on real and personal 
property, employers’ contributions under state unemployment 
compensation acts, and miscellaneous state and local excise 
taxes generally imposed on all taxpayers without discrimination. 
State and local taxes on life insurance companies may be classi¬ 
fied, in the order of their relative importance, as follows: (1) 
premium taxes; (2) proj^erty taxes; (3) state unemployment 
compensation contributions; (4) license fees; (5) miscellaneous 
excise taxes and fees; (6) state income taxes. 

Premium Taxes .—Of all the taxes payable by life insurance 
companies premium taxes constitute the lu^aviest burden. It 
has been estimated that, exclusive of real estate taxes, they 
generally represent about three-fourths of all taxes payable 
by life insurance companies in the United States, or 90 per cent 
of all special insurance taxes imposed upon them by state and 
local laws. Some of the larger companies each pay millions of 
dollars annually. With the exception of Massachusetts, which 
collects a tax based upon insurance and annuity reserves, all 
states (including the District of Columbia) now exact from life 
insurance companies doing business within their jurisdictions 
premium taxes, either on the basis of premiums collected in the 
state or of premiums received from policies on lives of residents 
of the state. 

The rate of tax varies from 1^ to 3 per cent; 2 per cent is the 
most common rate and is approximately the average for all states. 
A few states grant a reduced rate to companies which invest a 
certain percentage of their assets in the state. The basis on 
which the tax is imposed varies. Generally the tax is on the 
total first-year and renewal gross premiums (including reinsur¬ 
ance premiums), after certain deductions. The usual deductions 
are reinsurance premiums paid to or received from other com¬ 
panies and dividends to policyholders.^ At present there is no 

1 In one of its recent decisions the U. S. Supreme Court held that a 
State may not constitutionally collect a premium tax from foreign life 
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uniformity as regards dividend deductions, particularly as to 
dividends paid in cash or deposited with the company at interest. 
Many states allow a deduction for dividends used in part pay¬ 
ment of renewal premiums on the same policy, while dividends 
applied to the purchase of additional insurance usually may not 
be deducted. In some jurisdictions it is specifically required 
that the latter be included in the amount of gross premiums 
reported for taxation. The most equitable method would be to 
permit a deduction of all dividends in whatever form made 
available to the policyholder, and to include in gross premiums 
such dividends as may have been used to purchase additional 
insurance. 

The laws of practically all states (including Massachusetts) 
contain retaliatory or reciprocal clauses. If the premium tax 
imposed by state A on life insurance companies domiciled in state 
B is greater than the corresponding tax imposed by state B on 
companies domiciled in state A, state B will, in retaliation, 
increase its premium tax on companies from state A to the extent 
of the difference. In Connecticut and New Jersey the premium 
ta^on life insurance companies of other states {foreign companies) 
is ifnposed on a purely reciprocal basis, i.e., foreign companies pay 
a premium tax at the same rate and on the same basis as is 
imposed by their home state on Connecticut and New Jersey 
companies. The retaliatory principle is applied not only to 
premium taxes but to all forms of taxation and is responsible 
for introducing serious discriminations. 

Until comparatively recent times considerations received for 
annuity contracts were not taxed. However, the number of 
states which now do so is rapidly increasing, either as the result 
of amending the premium-tax statute to include annuity con- 

insurance companies on reinsurance premiums received by them outside 
the State under policies on lives of residents of the State, if the reinsurance 
contract was neither made nor to be performed within the State: Conn. 
Gen*I Life Ins. Co. vs. Johnson (1938) 303 U. S. 77. As the result of this 
decision almost all states, beginning with the tax due in 1939, levy the 
premium tax on a direct basis, i.e., reinsurance premiums received need not 
be included in gross premiums reported for taxation, while reinsurance 
premiums paid out may not be deducted. 
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siderations in taxable premiums, or by interpretation to that 
effect of the existing statutes by the courts or administrative 
officials. Some of the administrative rulings are obviously 
based more on a desire to produce additional revenue than on 
strict adherence to well established rules of statutory construc¬ 
tion. In the light of existing judicial pronouncements on this 
point it would still seem that annuity considerations are not 
subject to premium tax, unless the statute specifically requires 
their inclusion in taxable premiums or obviously implies legisla¬ 
tive intent to include them. 

There is no valid justification for taxes on premiums as such. 
Premium taxes arise in part from ignorance of the nature of 
level premium life insurance. The ease with which they are 
collected, the large sums realized, and the fact that, although 
they are really paid by the policyholders in mutual companies, 
they are collectc'd from corporations, and particularly from 
corporations of other states, naturally make them a popular 
source of revenue with state legislators. 

The aggregate amount of premium taxes is now a serious item 
of expense in all companies. Apart from the mere question of 
amount, the chief objections to taxes on premiums are the lack 
of equity which arises as betw^een persons who are policyholders 
of insurance companies and those who are not and the discrimina¬ 
tions which arise as between different groups of policyholders 
chiefly because of different rates of tax in different states. It 
would seem to be only fair that, if life insurance premiums are 
to be taxed as such, bank d(q>osits and other forms of invest¬ 
ment (which do not give the state the same economic benefit) 
should also be taxed to the same extent. 

The fact that life insurance is an institution of economic 
value which deserves the encouragement and support of the state 
is an aspect of the case which should be considered, particularly 
in view of the preferential treatment accorded to fraternal orders. 
Moreover, the tax should be collected, if at all, direct from the 
policyholder and not from the company. The contract between 
the policyholder and the company is fixed. The company 
cannot increase the premium payable, and it is conceivable that 
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a rate of tax might be imposed which would imperil the safety 
of the companies and render them unable to pay their claims. 
Naturally, however, such considerations do not enter into 
the minds of state legislators who are looking around for sources 
of needed r(‘venue and who see in the life insurance companies 
an *^easy mark^’ for that purpose. The outlook, therefore, is 
not promising. 

Discriminations arise chiefly from the varying rates imposed 
in different states. It is impracticable to charge different rates 
of premium in different states. Consequently, the policyholder 
in a state which charges a low rate of premium tax is made 
to contribute towards the tax payable in states when^ the rate of 
tax is higher, since the premiums must be sufficient to provide 
on the average for all expenses, and sinc^e no adjustment, as by 
varying dividends to policyholders in different states, is possible. 
This is unjust. But if the companies attempted to adjust 
premium rates or dividends as between policyholders in different 
states in order to meiet this condition they undoubtedly would 
at once be prevented by legislation from doing so. 

The varying rules as to the determination of the amount upon 
wlfch the premium tax is to be levied, for example whether 
reinsurance premiums or dividends used in reduction of premiums 
are to be deducted, are a further source of discrimination. In 
states where dividends are not deductible, a company which 
charges high premium rates and pays high dividends is penalized 
as compared with a company in which the net cost of insurance 
is the same but which charges low premium rates and pays low 
dividends. 

Further serious discriminations arise because of the retaliatory 
laws under which different rates of tax are paid by different com¬ 
panies in the same state. 

In addition to state premium taxes, further taxes on premiums 
are imposed by lesser local authorities in several states. New 
York City, for example, under temporary powers delegated to 
it by the State Legislature since 1934, now levies a local premium 
tax at the rate of o of 1 per cent on all life insurance companies 
doing business in the city whose annual gross premium receipts 
from policies on lives of residents of the city exceed $10,000. 
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Property Taxes. —Insurance companies pay taxes on property 
owned by them in the same way as any other property owner. 
No objection can be made to taxes of this description. During 
the past 10 years the volume of real estate acquired by life insur¬ 
ance companies as the result of foreclosures has increased 
materially, with the result that at the present time real estate 
taxes constitute a large portion of the total taxes payable by life 
insurance companies. 

State Unemployment Compensation Contributions. —In harmony 
with the unemployment insurance provisions of the federal Social 
Security Act all states, as well as the District of Columbia, now 
collect from employers, including life insurance companies, 
periodic contributions for unemployment insurance p)urposes 
on the basis of wages paid to employees. Again, as in the ca^se 
of real estate taxes, no distinction can be drawn between life 
insurance companies and other employers; hence this type of 
taxation cannot be considered objectionable from a purely 
life insurance point of view as long as the taxes are imposed 
without discrimination. Life insurance soliciting agents who 
act solely on a commission basis and whose mc'thods and hours 
of work are not subject to control by the company with which 
they place the insurance solicited by them generally are not 
considered ‘‘employees’^ within the scope of the unemployment 
compensation laws, and no contributions are due from life 
insurance companies with respect to commissions paid to such 
agents. 

License Fees. —Several states, in addition to collecting a 
premium tax, also require payment of an annual fee before issuing 
a license to foreign companies. The fees range from $100 to 
$300. The principal objection to this type of taxation is that 
as long as the state’s income from premium taxes paid by life 
insurance companies for the privilege of doing business in the 
state is in excess of the state’s actual insurance-department 
requirements no justification whatsoever exists for exacting 
additional fees from them for the same purpose. 

In a number of states municipalities may, and usually do, 
impose local license fees ranging from a few dollars to $25 or $50 
per annum. Occasionally a local license fee in excess of $200 
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is levied. In many instances the fee depends on the number 
of agents or agencies which the company maintains in the 
locality. 

Most states also exact periodic license fees from life insurance 
agents. The prevailing fee is $2 per annum. Those municipali¬ 
ties which impose a license fee on life insurance companies usually 
also charge a fee for agents’ licenses. Although these fees 
are imposed on the agent his company frequently reimburses 
him for this expense. 

Miscellaneous Excise Taxes and Fees ,—Other fees and charges 
which life insurance companies are called upon to pay in most 
states include fees for filing the annual statement, (copies of 
amendments to the company’s charter or by-laws, certificate 
of valuation, and other papers required by law to be filed with 
state authorities. Among them also belong charges for com¬ 
pulsory advertising of the company’s financial condition (usiially 
in the form of an abstract of the annual statement) by the insur¬ 
ance department, and for the expense incurred by the department 
in conducting periodic examinations of the company as required 
by-law. 

Like other corporations, life insurance companies are subject 
to sales and other excise taxes. Sales taxes, however, usually 
apply only to tangible personal property and have never been 
construed as applicable to the issuance of a life insurance policy. 
Many states imposing a sales tax also levy a '^use tax” which is 
complementary to the sales tax, which covers personal property 
purchased outside the state for use within the state, and which, if 
purchased within the state, w^ould have been subject to payment 
of the sales tax. These taxes, in the main, affect life insurance 
companies only in their purchases of office equipment and 
supplies. 

State Income Taxes .—The states which impose income taxes 
on corporations usually exempt life insurance companies paying 
a tax to the state on their premiums. Where life insurance 
companies are not specifically exempted the statute either 
allows the premium tax to be set off against the income tax, or 
provides for deductions on account of claims paid, net additions 
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to reserves, premiums subject to premium tax, or other expenses, 
generally in excess of gross income, with the result that no income 
tax is due or only a relatively small amount. 

Remedies .—The remedy for the present unfortunate situation 
in regard to state taxation of the life insurance business generally, 
and in regard to premium taxes in particular, is apparently to 
be found only in the direction of reduction and uniformity. Such 
a large amount of money is involved that it is useless to hope 
for any general repeal of insurance tax laws, however unjust 
some of these laws may be. If the taxes were paid direct by 
the policyholder instead of indirec^tly the fact that he does pay 
them in any case would be brought home to him. His interest 
would be aroused, and some reduction might possibly be obtained. 
So long, however, as he is taxed indirectly he does not realize 
that he is being taxed and thus takes little or no interest in the 
matter. 

The main reforms in state insurance taxation w^hich are within 
the bounds of practical possibility are the equalization of tax 
rates in the several states and the reduction in number of the 
different items taxable, with a view ultimately to the elimination 
of all taxes, except the premium tax. As one writer has expressed 
it,^ ^*The fact still remains that the states must have money, and 
life insurance companies and life insurance policyholders afford a 
ready source of revenue, easily tapped and cheaply collected.” 

Federal Taxation. —The problems created by the application 
of the Federal Revenue Acts to life insurance companies were 
simplified by the Revenue Act of 1921. Prior to the passage of 
that act the companies paid income tax to the federal government 
on the same basis as other corporations. This basis was ‘^net 
income,” which, on account of the technical nature of life insur¬ 
ance and the difficulty of deciding what constituted net income, 
was unsatisfactory. Net income was obtained by deducting 
from gross income the total of insurance expenses, taxes, 
payments on policy contracts (including dividends on premium¬ 
paying policies), increase in policy reserves, depreciation, tax- 
exempt interest, interest on indebtedness, dividends received, 

1 Blackburn, T. W.: “State Taxation of Life Insurance.'^ 
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and interest required to maintain the policy reserve. Gross 
income consisted of premiums, interest, and profits. This was 
an awkward attempt to arrive at a basis of taxation of life 
insurance companies on the same principles as were applied to 
other commercial corporations. It did not recognize the funda¬ 
mental nature of the business and led to wide fluctuations in the 
amounts of tax collected from year to year. 

Since 1921 federal income taxation of life insurance companies 
has been (as it should be) limited to investment income. Under 
the law now in force^ life insurance companies are not taxed 
on profits derived from the sale, redemption, or payment of 
securities, nor may they deduct any losses resulting from such 
transactions in d(itermining their net taxable income. Neither 
are they subject to the capital-stock and excess-profits taxes 
imposed on other corporations, whether they be stock or mutual 
companies. The net investment income subject to taxation is 
the gross investment income from interc'st, dividends, and rents 
—cash basis—less the following deductions: (1) interest received 
on tax-exempt securiti(vs; (2) 4 per cent on the average amount 
fojj the year of all policy reserves required by law (where the 
reSierves are computed at a rate lower than 4 per cent this 
deduction is 3% per cent instead of 4 per cent)^ (3) 2 per cent on 
funds held for future deferred dividends; (4) investment expenses; 
(5) certain expenses and taxes on real estate owned; (6) deprecia¬ 
tion; (7) interest paid on indebtedness. Formerly an additional 
deduction was allowed for the amount of all dividends received 
from domestic corporations taxed by the United States on their 
income. A deduction, or credit, of 85 per cent of such dividends 
is still available, but it may not exceed 85 per cent of the net 

1 The currently applicable provisions are found in the Revenue Act of 
1938, Secs. 201-203. 

* Formerly the amount so allowed as credit for “interest required to 
maintain tlie reserves’^ was reduced by all interest earned on tax-exempt 
securities, but in 1928 the IJ. S. Supreme Court decided {National Life 
Insurance Company vs. The United States^ 277 U. S. 508) that this was 
unconstitutional since, in effect, it deprived the companies of the benefit of 
investing in tax-exempt securities. 
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income as computed without the benefit of this dividend credit. 
The current tax rate is 16j>^ per cent. 

The allowance of 4 or per cent on the mean reserve instead 
of the actual rates at which reserves are computed makes the 
tax uniform as between different companies and is an approxima¬ 
tion to the interest required to maintain the reserve which is 
sufficiently accurate for this purpose. 

According to the Treasury Departmerd/s current interpretation 
of the law, reserves to which this deduction applies must be 
(1) actually held by the company, (2) required by express 
statutory provisions or by insurance-department rules pro¬ 
mulgated in the exercise of a power conferreul by statute (a 
company may use the highest aggregate reserve called for by 
any state law or regulation), and (3) peculiar to life insurance 
and dependent upon interest earnings for their maintenance. 
Such reserves include the regular insurance and annuity reserves, 
reserves for accidental-death and disability benefits,^ and reserves 
for supplementary contracts which involve life contingencies. 
They do not include reserves for taxes, premiums paid in advance, 
matured claims not yet paid, unclaimed surrender values on 
cancelled policies, supphmientary contracts not involving life 
contingencies, 2 or for dividends. 

The deduction of 2 per cent on funds held for deferred dividends 
was included so that companies having such funds (and, conse¬ 
quently, an increased interest income) “should not be unduly 

‘ Some time ago the Treasury Department began to disallow this deduc¬ 
tion as to reserves held for disability benefits on the ground that they do not 
constitute ‘^reserve funds required by law.^^ The Department’s position 
lacks any sound basis and, as expected, was promptly refuted by the Board 
of Tax Appeals in three cases recently decided by it. Although the Goveni- 
ment is likely to appeal these decisions, no ultimate reversal is expected. 

* Federal Income Tax Regulations (Reg. 101, Art. 203(a)(2)-l). That 
the Treasury Department may have to modify its position on this point and 
extend this type of deduction to reserves for supplementary contracts 
involving no life contingency, if the settlement was elected prior to maturity 
of the policy, would seem indicated by the court decision in Penn. Mut. Life 
Ins, Co, vs. Commissioner 92 Fed. (2d) 962 (Oct. 28, 1937). 



488 


LIFE INSURANCE 


taxed as compared with companies transacting a purely annual 
dividend business. 

The deduction for interest paid on indebtedness is the same 
as that allowed other taxpayers. It includes interest paid on 
supplementary contracts which involve no life contingencies and 
on account of which no reserve deduction may be taken. How¬ 
ever, according to a court decision, the soundness of which is 
debatable, interest on such supplementary contracts in excess 
of the guaranteed amount, paid at the option of the company, is 
not deductible. 2 

The present basis of taxation recognizes the fact that premiums 
received by life insurance companies are not income in the same 
sense as the income of an ordinary commercial corporation but 
rather are deposits creating a liability and are comparable, for 
this purpose, to deposits in a bank. The real income of a life 
insurance company is its investment income, and a large part of 
that income is required to enable the company to meet its 
liabilities. 

A peculiar feature of the present regulations is that the tax 
on income from bonds is based on the amount of the coupon. 
TBffe adjustment of yield shown in the accounts by the items of 
‘^amortization’' and “accruar’ do not affect the computation 
of the tax. From this point of view, therefore, it is better for a 
company to buy low-rate bonds at a discount than to buy high- 
rate bonds at a premium although the yield may be the same in 
both cases. A correct basis of taxation would take into account 
both amortization and accrual; i,e,, it would consider the actual 
interest credited on the books of the company, not merely the 
cash coupons. 

Miscellaneous Federal Taxes ,—-Life insurance companies, like 
other corporations, are subject to the excise taxes on telegraph, 
telephone, cable, and radio communications and facilities, as 
well as to the stamp taxes on conveyances of real estate and the 
transfer of securities. Likewise, life insurance companies must 

^ Rhodes, E. E.: Federal Taxation of Life Insurance,^' Proc, lAth Ann. 
Meetingf Assoc. Life Ins. PresiderUs. 

* Penn. Mut. Life Ins. Co. vs. Commissioner note 2, page 487. 



REGULATION AND TAXATION 


489 


pay the excise taxes imposed on employers for old-age pension 
and unemployment compensation purposes by the federal Social 
Security Act of 1935. 

Taxation of Policy Proceeds. —The proceeds of life insurance 
policies may be the subject of taxation either under income tax 
laws or under estate (inheritance) tax laws. Such taxes may be 
payable to the federal government or to the states. The present 
discussion is concerned, however, only with federal taxation of 
policy proceeds. Federal taxation is governed by the provisions 
of the Revenue Act interpreted where necessary by the regula¬ 
tions and rulings of the Treasury Department. The following 
paragraphs contain a brief summary of the principal provisions, 
regulations and rulings. 

Federal Income Tax .—The proceeds of a life insurance policy 
paid on the death of the person insured, whether in a single sum 
or in instalments, are not subject to income tax, unless the policy 
was acquired by a transferee for a valuable consideration, in 
which event only the actual value of the consideration together 
with the amount of premiums subsequently paid by the transferee 
will be exempt from tax. Formerly, income tax was payable 
if the payee was other than an individual, but for some time the 
law has extended the exemption from income tax on proceeds 
payable at the death of th(^ insured to all classes of payees. 

Where the proceeds of a policy payable at the death of the 
insured are paid under one of the optional modes of settlement, 
all payments representing policy 'proceeds are exempt from income 
tax. The amount exempted as proceeds is the amount pay¬ 
able had the insured or the beneficiary not elected the optional 
settlement. If the policy provides only for payments in instal¬ 
ments, there is exempted only the amount which the insurance 
company would have paid immediately after the death of the 
insured had the policy been payable in a single sum. 

The methods for determining the part of each payment which 
is taxable follows: 

(a) Proceeds held by the insurer.—^If the proceeds are held by the 
insurer under an agreement (whether with the insured or with a bene¬ 
ficiary) to distribute either the increment to such proceeds currently, 
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or the proceeds and increment in equal installments until both are 
exhausted, there shall be included in gross income, the increment so paid 
to the beneficiary, or so credited to the fund in each year by the insurer. 

(b) Proceeds payable in installments for a fixed number of years.— 
If the proceeds are payable in installments for a fixed number of years, 
the amount that would have been payable by the insurance company 
immediately upon the death of the insured (if payment at a later date 
had not been provided for) is to be divided by the total number of 
installments payable over the fixed number of years for which payment 
is to be made, and the quotient represents the portion of each install¬ 
ment to be excluded from gross income. The amount of each install¬ 
ment in excess of such excluded portion is to be included in gross income. 
For example, if, at the insured’s death, $1,000 would have been payable 
in a single installment, but 10 equal annual payments are made in lieu 
thereof, the portion of the installment received during any taxable year 
to be excluded from gross income is $100 ($1,000 divided by 10). Any 
amount received as an installment in excess of $100 is to be included in 
gross income. 

(c) Proceeds payable in installments during the life of the beneficiary. 
If the proceeds are payable in installments during the life of the bene¬ 
ficiary the amount of each installment that is to be included in gross 
incjprne will be determined as in paragraph (b) of this article, except 
that the number of years to be used in the specified computation will be 
determined by the life expectancy of the beneficiary, as calculated by 
the table of mortality used by the particular insurance company in 
determining the amount of the annuity. 

(d) Proceeds payable for a fixed number of years and for continued 
life.—If the proceeds are payable in installments for a fixed number of 
years and for continued life, the amount of each installment that is to 
be included in gross income will be determined either as provided in 
paragraph (b) of this article if the fixed number of years for which pay¬ 
ment is to be made exceeds the life expectancy of the beneficiary, as 
calculated by the table of mortality used by the particular insurance 
company in determining the amount of the annuity; or, as provided in 
paragraph (c) of this article if such life expectancy exceeds the specified 
fixed period. 

If a mode of settlement has been in effect prior to the first taxable 
year which begins after December 31, 1933, (or after December 31, 
1935, in the case of a mode of settlement described in paragraph (d) of 
this article), the entire amount received and excluded from gross income 
in such prior years shall be deducted from the proceeds payable upon 
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the death of the insured; the remainder shall be divided by the number 
of installments unpaid at the beginning of such taxable year (whether 
over the remaining portion of the fixed period or over the life expectancy 
as of that date, depending on the mode of settlement adopted); and 
that quotient shall be the excludible portion of each installment. As 
soon as the aggregate of the amounts received and excluded from gross 
income under the methods of computation provided for in this article 
equals the amount of the proceeds payable upon the death of the insured, 
the entire amount received thereafter in each taxable year must be 
included in gross income.^ 

Amounts received under life insurance or endowment contracts, 
other than amounts paid by reason of the death of the insured, are 
not subject to income tax unless and until the total of all amounts 
received exceeds the total premiums paid in, when the excess is 
taxable. 

The proceeds of an endowment policy when paid at the 
maturity of the endowment are subject to income tax only to the 
extent that the amount n^ceived at maturity and prior thereto 
exceeds the total amount paid in pnmiiurns. No income tax is 
payable by the payee of su(di a policy (other than a transferee 
for a valuable consideration) in the event of the death of the 
insured prior to expiration of the endowment period. 

Where a policy is surnuidered for cash the cash value is sub¬ 
ject to income tax in the same manner as a matured endowment. 
In most cases the amount paid in premiums exceeds the cash 
value allowed, so that usually no income tax mil be payable^ 

Dividends on life insurance, endowment, and annuity con¬ 
tracts, whether or not used in part payment of the premium, are 
not subject to income tax unless the total of all amounts rectaved 
exceeds the total premiums paid in, when the excess is taxable. 
It would appear, however, that in the case of endowment policies, 
dividends are indirectly taxable at maturity since, if the dividends 
are drawn each year, the amount of total premiums actually 
paid is reduced thereby, and the taxable balance correspondingly 
increased, while if the dividends are not drawn they increase the 
amount payable at maturity with the same result as to tax. 

^ Article 22(6) (1)-1 of Federal Income Tax Regulations 101. 
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Prior to 1934 amounts received under annuity contracts were 
not subject to federal income tax until the total of all payments 
received equaled the amount of the premiums or consideration 
paid in, whereupon all amounts subsequently received were 
taxable income. Under present law" amounts received as an 
annuity under an annuity or endowment contract must be included 
in gross income, except that the excess ovc^r 3 per cent of the total 
premiums or consideration paid for the contract w^hich is received 
during any year may be excluded and is not taxable until the 
aggregate of the amounts received on which no tax was paid 
equals such consideration. The Federal Income Tax Regulations 
establish the following rules respecting taxation of annuities: 

Annuities. —Amounts received as an annuity under an annuity or 
endowment contract include amounts received in periodical install¬ 
ments, whether annually, semiannually, quarterly, monthly, or other¬ 
wise, and whether for a fixed period, such as a term of years, or for an 
indefinite period, such as for life, or for life and a guaranteed fixed 
period, and which installments are payable or may be payable over a 
j:)eriod longer than one year. Such portion of each installment pay¬ 
ment of an annuity shall be included in gross income as is not in excess of 
3 ||fercent of the aggregate premiums or consideration paid for such 
annuity, whether or not paid during the taxable year, divided by 12 and 
multiplied by the number of months in respect of which the installment 
is paid. As soon as the aggregate of the amounts received and excluded 
from gross income equals the aggregate premiums or consideration paid 
for such annuity, the entire amount received thereafter in each taxable 
year must be included in gross income.^ 

Amounts received through accident or health insurance are 
specifically exempt from federal income tax. This exemption 
is generally considered as also covering amounts received as 
disability benefits on account of sickness or accidental bodily 
injury under provisions incorporated in a life insurance policy. 

Federal Estate Tax ,—The federal estate tax is a tax on the 
transfer of a person’s property (estate) upon his death. Under 
present law, as applied by the Treasury Department, ^ the 

^ Regulations 101, Art. 22 (b) (2)-2. 

® Estate Tax Regulations 80 (1937 Ed.), Arts. 25-28. 
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proceeds of all life insurance policies payable upon the death of 
the insured to, or for the benefit of, his estate are subject to this tax 
like any other property left by a decedent. Insurance payable at 
death to a named benejiciary (other than insured^s estate) under 
a policy in which the insured at the time of his death possessed 
any legal incidents of ownership, must also be included in his 
estate for purposes of this tax, but the law grants a special life 
insurance exemption of $40,000 against the total of all such insur¬ 
ance; i.e.y only the excess over $40,000 is taxable.^ ^‘Legal 
incidents of ownership’’ in a life insurance policy include the 
right to change the beneficiary, to surrender the policy for its 
cash value or to cancel it, to assign it or to revoke an outstanding 
assignment, to obtain a loan thereon, etc. It might be thought 
that, if the proceeds of a life insurance policy are payable at 
death direct to a namcKl beneficiary, such proceeds never form 
part of the estate of the insured and should therefore be altogether 
exempt from the estate tax. The Supreme Court of the United 
States has, however, sustained the estate tax in the case of 
insurance payable direct to a beneficiary when the insured, until 
the moment of his death, retained the power of disposition of the 
policies, i.e,j retairu'd the right to change the beneficiary. ^ On the 
other hand, if the insured retained none of the legal incidents of 
ownership, insurance receivable by beneficiaries other than the 
decedent’s estate is not subject to tax; ^^c., need not be included in 
the decedent’s estate for purposes of this tax. 

Where the proceeds are made payable to the beneficiary in the 
form of an annuity for life or for a term of years, the regulations 
provide for taxation on the basis of the one sum payable at death, 
if such an option could have been exercised either by the insured 
or by the beneficiary or, if no such option could have been 
exercised, the sum used by the insurance company in determining 
the amount of the annuity, Le., the “present value” of the 
annuity. This latter provision will, as a rule, affect only “life 

^ The special $40,000 life insurance exemption is in addition to and should 
not be confused with the specific $40,000 estate tax exemption allowed 
against the gross estate in determining the value of the taxable net estate. 

^ Chase National Bank et al. vs. United States^ 278 TJ. S. 327. 
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incomeor other special types of insurance policies where there 
is no provision for payment at any time in a single sum. 

Federal Gift Tax. —The gift tax, in effect since June 6, 1932, is 
a tax upon the transfer of property by gift at graduated rates 
approximating three-fourths of the corresponding estate tax rate. 
Its primary purpose is to reach transfers made during the donor’s 
lifetime that might otherwise escape taxation. The first $4,000 
of gifts {other than gifts in trust or of f uture interests) made to any 
person during any year are exempt. In addition to these annual 
exemptions, there is a specific exemption of $40,000 correspond¬ 
ing to the identical specific exemption allowed for federal estate 
tax purposes. No special exemptions are granted for life insur¬ 
ance or annuities. Gifts of such contracts are subject to tax 
like other property. For example, the irrevocable transfer of a 
life insurance policy, either by assignment or by designation 
of beneficiary, without retention of any of the legal incidents of 
ownership therein, constitutes a gift. Likewise, each payment of 
a premium on a life insurance policy or annuity by one who has 
jione of the legal incidents of ownership is a gift. The Treasury 
Dwartment has promulgated the following rules for dc^termining 
th^ value of a life insurance policy or annuity contract which 
has become the subject matter of a gift:^ 

Life insurance and annuity contracts .—The value of a life insurance 
contract or of a contract for the payment of an annuity issued by a 
company regularly engaged in the selling of contracts of that character 
is established through the sale of the particular contract by the company, 
or through the sale by the company of comparable contracts. As 
valuation through sale of comparable contracts is not readily ascer¬ 
tainable when the gift is of a contract which has been in force for some 
time and on which further premium payments are to be made, the value 
may be approximated, unless because of the unusual nature of the con¬ 
tract such approximation is not reasonably close to the full value, by 
adding to the interpolated terminal reserve at the date of the gift the 
proportionate part of the gross premium last paid before the date of the 
gift which covers the period extending beyond that date. 

The examples given below, so far as relating to life insurance con¬ 
tracts, are of gifts of such contracts on which there are no accrued 
dividends or outstanding indebtedness. 

^ Gift Tax Regulations 79 (1936 Ed.) Art. 19 (9). 
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Example: A donor purchases from a life insurance company for the 
benefit of another a life insurance contract or a contract for the pay¬ 
ment of an annuity; the value of the gift is the cost of the contract. 

Example: An annuitant, having purchased from a life insurance com¬ 
pany a single payment annuity contract by the terms of which he was 
entitled to receive payments of $1,200 annually for the duration of his 
life, five years subsequent to such jnirchase, and when of the age of 
50 years, gratuitously assigns the contract. The value of the gift is 
the amount which the company would charge for an annuity contract 
providing for the payment of $1,200 annually for the life of a person 
50 years of age. 

Example: A donor owning a life insurance policy on which no further 
payments are to be made to the company (c.g., a single premium policy 
or paid-up policy) makes a gift of the contract. The value of the gift is 
the amount which the company would charge for a single premium 
contract of the same specified amount on the life of a person of the age 
of the insured.^ 

Example: A gift is made four months after the last premium due date 
of an ordinary life insurance policy issued nine years and four months 
prior to the gift thereof by the insured, who was 35 years of age at date 


of issue. The gross annual premium is $2,811. The computation 
follows: 

Terminal reserve at end of tenth year $14,601.00 

Terminal reserve at end of ninth year 12,965.00 

Increase. $ 1,636.00 

One-third of such increase (the gift having 
been made four months following the last 
preceding premium due date), is 545.33 

Terminal reserve at end of ninth year 12,965.00 

Interpolated terminal reserve at date of gift $13,510.33 
Two-thirds of gross premium ($2,811) 1,874.00 

Value of the gift. $15,384.33 


^ The validity of this method of valuation was challenged by the Board 
of Tax Appeals in two cases decided by it during 1938 to the effect that the 
gift tax on a single premium policy should be based on its cash surrender 
value and not on the amount which the insurance company woiild have 
charged for issuance of a corresponding single premium policy on the effective 
date of the gift: Cronin vs*. Commissioner, 37 B.T.A. 914, and Haines vs. Com¬ 
missioner, 37 B.T.A. 1013. To date, however, the Treasury Department 
has refused to acquiesce in these decisions and continues to adhere to its 
own interpretation of the law as set forth in the current Gift Tax Regulations. 
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LEGAL ASPECTS OF LIFE INSURANCE 

The application of the general rules of law to life insurance 
contracts, and to life insurance generally, involves many ques¬ 
tions of doubt and difficulty. It has already been pointed out 
in the pre\dous chapter that, because of its technical natures 
and because of the size and importance of the business, life 
insurance has been the subject of a vast amount of special legis¬ 
lation by the states. These special laws modify, in many 
instances, the general rules of law, and it is, therefore, not always 
possible to arrive at a solution of questions affecting life insurance 
policies men^ly from a knowledge of general legal principles. 
In this chapter will be outlined the appli(*<ation to life insurance 
of some of the most important of these principles as modified 
b^ special legislation. In attempting to apply general rules 
to*particular cases the greatest care must be exeredsed to insure 
that all the circumstances of the case have been taken into 
account. One or two broad principles may first be mentioned 
before taking up the general rules of law in their application to 
the contract of life insurance. 

At one time life insuranc(^ was considered to be immoral, as 
'^gambling in human life.^' This idea arose because policies were 
taken where no insurable interest existed and where the insurance 
was effected solely for speculative purposes. Life insurance is, 
however, now chiefly used and properly regarded as an economic 
necessity and when ^properly understood cannot be considered 
as a wagereven though a large financial gain may result from 
the early death of the insured. A wagering contract is one where 
profit is sought to be made through chance, while the true object 
of life insurance is rather the opposite, the avoidance of loss 
arising through chance. A life insurance policy, therefore, 
unless in the absence of a legitimate insurable interest, is not a 
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wagering contract, which would be unenforceable on grounds of 
public policy. 

Again, a life insurance policy is not a contract of indemnity 
as are most other forms of insurance. A contract of indemnity 
is entered into for the sole purpose of making good a loss incurred. 
The value of a life, however, is incapable of estimation and, 
except in a limited sense, cannot be ‘‘made good^^ by insurance. 
An important distinction whi(*h thus arises })etween life insurances 
and other forms of insurance is that the principle of ‘^subroga- 
tion,^’ under which the insurer (t.e., the company) takes the right 
of recovery against a third party causing the loss has no applica¬ 
tion to life insurance. 

Another broad principle which must be borne in mind in con¬ 
nection with all legal questions affecting life insurance is that, in 
theory at least, a high degree of good faith is required because of 
the special nature of the contract. While this is true of con¬ 
tracts generally, it has a special bearing on life insurance (con¬ 
tracts because of the relations between the parties and the 
importance of a full and complete understanding between 
them. Thus, the company must rely, in an unusual degree, on 
the truth of the statemcuits made by an applicant for insurance, 
while the latter, on account of his lack of technical knowledge, 
depends on the good faith of the company to insure that all the 
terms of the contract are proper and equitable. 

Two general branches of law arc of particular interest and 
importance in relation to life insurance, the law of contract 
and the law of agenccy. 

Application of the General Rules of the Law of Contract. —A 

life insurance policy is a contract between two parties, the 
company and the insured, which calls for the performance of 
certain acts by each of the parties and which, in the absence of 
special legislation, will be interpreted and governed by the 
ordinary rules of the law of contracts. The legal requisites of a 
valid contract, briefly stated, are as follows: 

1. There must be an agreement between the parties based 
upon an offer made by one party and an acceptance of that offer 
in the same terms by the other party. 
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2. The contract must be in legal form. 

3. It must be for a legal purpose. 

4. To be legally enforceable it must be based upon a valuable 
consideration. 

6. The parties to it must be legally capable of contracting. 

6. There must be no misrepresentation of a material fact, nor 
any intentional mis-statement of an immaterial fa(;t on which 
the partie^s rely. 

The first four of these requirements do not involve any points 
of special importance in connection with life insurance policies. 
The application for insurance is the offer of the person to be 
insured. This offer is accepted or rejected by the insurance 
company, and, if accepted, the precise terms of the agreement 
between the parties are set forth in the policy. If acceptance 
is made in terms different from those contained in the applica¬ 
tion, as, for example, where a different kind of policy is offered 
from that applied for, a revision of the terms of the application 
is necessary unless this possibility has already been anticipated 
and provided for in the original application. 

The policy is always in writing properly executed, but in the 
abteence of special legislation a valid contract of life insurance 
could be made orally. The laws of the several states, however, 
which require policy forms to be approved by the state authori¬ 
ties, and which require the inclusion of specified standard provi¬ 
sions and tables of cash surrender values and so forth, necessitate 
a written policy. In any case, the nature of the contract is such 
that an oral policy'^ would, in many ways, be quite unsuitable. 

The purpose of a life insurance policy is legal if an insurable 
interest exists (to which requirement further reference is made 
below), and there is always a valuable consideration consisting 
of the premiums paid and to be paid for the insurance. 

Legal Capability of Parties. —There are two parties to the 
contract, the insurer (the company) and the insured. The latter 
is usually, but not necessarily, the person whose life is insured. 
Where one person effects p, policy on the life of another the 
former is sometimes referred to as the assured, and he is then the 
second party to the contract. No third party may take any 



LEGAL ASPECTS OF LIFE INSURANCE 


499 


rights under the contract unless by obtaining such rights in a 
legal manner, as by assignment. Thus, no right to receive any 
part of the proceeds of the policy is gained by a person who 
voluntarily pays a premium. Nor is a person whose life is 
insured by another a party to the contract. 

The relation between the insurer and the insured is that of 
debtor and creditor. The insurer is not in any sense a trustee 
in respect of premiums paid by the insured, and need not, there¬ 
fore, render any accounting thereof. The duty of the insurer 
is merely to carry out its contract. This principle has important 
applications in practice. For example, in the case of participat¬ 
ing policies the company is under no obligation to prove to a 
policyholder by an accounting that the dividends have been 
properly computed. In such matters the directors have full 
discretion, subject, of course, to the laws of the state and the 
regulations of the state authorities. 

Competency of the Insurer .—In the absence of special legisla¬ 
tion an individual is capable of being an insun'r. State laws, 
however, require th(^ formation of a corporation and, by the 
various regulations imposed, render it illegal for an individual 
to grant life insurance policies. While in the early days of 
life insurance it was customary for individuals to engage in 
the business of insuring lives, such an arrangement is not suitable. 
An individual has no permanency, nor could a contract be made 
with an individual with the security of fulfilment which is fur¬ 
nished by a corporation. Moreover, insurance other than for 
short periods would introduce many practical difficulties. 
Policies issued by individual insurers were invariably short-term 
contracts providing insurance usually for not more than 1 year, 
and even those were generally guaranteed by a number of 
insurers. 

The only question which can arise with regard to the legal 
competency of a corporation is whether the corporation has com¬ 
plied with all the laws of the states within which it does business. 
Usually no doubt exists as to such compliance although, in states 
requiring filing and approval of policy forms and other blanks, 
questions of legality may occasionally arise. Such questions 
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would, however, in all probability not affect the legal relations 
between policyholders and the company. 

For example, a contract illegally issued, as in the case of 
failure to file the policy form, would remain binding as between 
the company and the insured, the company rendering itself 
liable to wVatever penalty was imposed by the statute for 
non-compliance. 

Competency of the Insured ,—The question of the legal capability 
of the person to whom the policy is granted is of greater practical 
importance. Not only must the insured (or assured) be legally 
capable of entering into a contract, but there must be an insurable 
interest in the life of the person whose life is insured. Only 
two classes of incompetent persons need be discussed, alien 
enemies and '^infants.^^ 

Aliens .—A contract made with an alien fricuid is valid to tlu^ 
same extent as a contract made with a citizen; a contract made 
with an alien enemy is void. The only diffi(‘ulty arises when^ 
a contract has been mad(‘ with an alien friend who subsequently 
becomes an alien emuny. In that event it may be impossible 
for the hold(^r of the policy or for the company to carry out its 
tennis, and questions may arise as to the status of th(' policy. 
The rulings of the courts in such cases have been diverse. The 
Supreme Court of the United States has h(‘ld that, wlum the 
policyholder becomes an alien enemy, the contract is terminated, 
and the reserve at the date of failure to comply with the terms 
of the policy is payable to the owner of the policy as of that date. 
This rule has, however, not been followed by all states. Under 
the ‘^Connecticut Rule,^^ for example, the policy is totally 
forfeited for non-compliance unless the insured is protected by a 
non-forfeiture provision, wliile the “New York Rule” merely 
suspends the policy and permits subsequent reinstatement. 
Both of these state rules are open to criticism. The former 
works an obvious hardship on the insured. The latter rule is 
not fair to the company, since it permits a selection against the 
company by those who revive their policies. When an alien 
enemy is able to continue payment of premiums these questions 
do not generally arise. Thus, where American companies trans- 
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acted business in Germany, issuing policies and collecting prc'- 
miums through branch offices in that country, policies remained 
in full force during the World War if the premiums were duly 
paid at the companies^ offices. 

Infants .—An infant, that is, a person under the age of twenty- 
one years (or, in some states, a female under the age of eighteen 
years), is not incapable of contracting, but such contracts are 
not enforceable, and an infant may in gcmeral repudiate contracts 
made in infancy, with the exception of contracts for neccvssaries. 
Under the general rule of law, therefore, while there is nothing 
illegal in the issue of a life insurance policy to a person not of legal 
age, such a policy could latcT be repudiated by the insured, and 
the company might be compelled to refund the premiums paid 
although insurance i)rotection had been furnished in the mean¬ 
time. Some courts would, no doubt, allow the insured to recover 
only the cash value, if any, or the reserve, but this would depend 
on the circumstances of the case. Because of the need for, and 
the benefits of, life insurance, some states, by special legislation, 
have rendered infants of not less than a specified age compel tent 
to effect a valid contract of life insurance, and, for that special 
purpose such infants are on the same footing as other pc^rsons. 
For example, in the state of New York, a person not less 
than fifteen years of age (nearest birthday) may legally effect 
a valid and enforceable life insurance contract. Policies issued 
on the applications of children below that age (as is commonly 
done), although not illegal, are not enforceable by the company. 

Insurable Interest .—In considering the question of what con¬ 
stitutes a sufficient insurable interest two classes of policies must 
be considered: (1) policies on the life of the person applying 
for the insurance and (2) policies on the lives of third parties. 

It is recognized that every person has an insurable interest of 
unlimited extent in his own life. This does not mean, of course, 
that anyone can secure unlimited insurance on his own life, since 
no company will issue a larger amount than seems suitable to 
the circumstances and means of the applicant. Sometimes a 
person takes a policy on his own life and immediately assigns it to 
another. A policy of life insurance is personal property and as 
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^ such is freely assignable. If a policy is validly effected in good 
faith and not as an evasion of the rule requiring an insurable 
interest, and subsequently assigned, there is nothing illegal in 
such a transaction. On the other hand, if the assignment can be 
proved to be merely a subterfuge to evade the rule of law requir¬ 
ing an insurable interest, such a policy would be void ah initio. 
The difficulty under practical conditions would be to prove 
that the policy was not effected in good faith. When it appears 
from the application that an immediate assignment is contem¬ 
plated, the insurance company would require evidence of the 
insurable interest of the prospective assignee. A similar situation 
arises where the applicant names a beneficiary having no relation¬ 
ship to the insured which would justify his nomination as 
beneficiary, and where the beneficiary is to be given all rights in 
the policy. In such circumstances the company would require 
an explanation and evidence of insurable interest. 

Policies on the life of the person applying for the insurance 
involve, as a rule, no question of insurable interest. It is when 
the policy is on the life of a third party that such questions 
usually arise. In such cases it may be laid down as a general 
rufe that there is an insurable interest when the person effecting 
the insurance has a reasonable expectation of financial benefit 
from the continuance of the life of the person to be insured, or 
of financial loss from its cessation. The interest need not be 
capable of exact pecuniary estimation, nor need it amount to a 
legal right, but it must be based on value and not on mere senti¬ 
mental considerations. An important point is that, contrary to 
the rule which applies to other forms of insurance, an insurable 
^interest sufficient to be the basis of a life policy need exist only 
at the time when the policy is effected and need not necessarily 
still continue at the time a claim is made. One reason for this 
rule is that to require termination of the policy upon cessation of 
the insurable interest might involve financial loss, particularly 
where the policy had been only a short time in force. In most 
other kinds of insurance little loss is involved by a cancellation of 
the policy, the cost being on a year-to-year basis and an adjust¬ 
ment of premiums being made for any unexpired period. Thus, a 
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creditor who has insured the life of a debtor to secure payment 
of his debt, and who has paid the premiums on the policy, may 
continue the policy in force after the debt has been paid. In 
such circumstaiKies, however, the debtor usually pays the pre¬ 
miums and takes over the policy on repayment of the debt. 

An insurable interest may arise from relationship or as the 
result of commercial transactions. Relationship does not, in 
itself, constitute an insurable interest. Thus, a sister has no 
insurable interest in the life of her brother merely because of 
n'lationship, but if her brother supports her she has an insurable 
interest in his life although she is not legally entitled to such 
support. Where relationship exists, an expectation of financial 
benefit, however remote, is usually sufficient to establish an inter¬ 
est. Thus, a father may insure the life of his minor child 
because of the legal right to earnings during minority. A hus¬ 
band has an insurable interest in the life of his wife because of 
the value of her services, and a wife has an insurable interest 
in the life of her husband because of his support—whether he 
actually supports her or not. In this case the support is a legal 
right but it is immaterial whether it is a legal right or not. 

The question of insurable interest in the (*ase of policies taken 
for business, or for other similar reasons, introduces other con¬ 
siderations. It has been seen that, where the interest arises from 
relationship, the amount of the poli(^y is usually limited only by 
the circumstances of the applicant and the willingness of the 
insurance company to issue it. Where the interest arises from 
other considerations the amount of insurance must correspond 
with reasonable accuracy to the extent of risk involved. An 
insurable interest in connection with commercial transactions 
may arise from such relations as those between creditor and 
debtor, between partners, between employer and (contractor, or 
between surety and principal. A common case is where a firm 
or corporation desincs to insure the life of a valuable officer 
or employee. Many corporations carry insurance on the life of 
the president of the corporation or on some other person whase 
death might affect the profits of the business. The amount of the 
insurable interest in such cases is largely a matter of judgment 
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but where there is obviously a legitimate reason for insurance a 
liberal view will usually be taken on the question of amount. 

Where insurance is taken by a creditor on the life of a debtor 
upon which the debtor pays the premiums, the creditor is 
entitled, in the event of the death of the debtor, only to the 
amount of his debt, together with interest and expenses; similarly, 
if the debtor repays the debt, he would, as a rule, be entitled to 
an assignment of the i)olicy. But where the ])remiums were 
paid by the creditor out of his own funds he would generally 
be entitled to the entire proceeds of the poli(;y, provided they 
were not unreasonably in excess of the amount of the debt with 
interest plus the premiums which had been paid. 

Misrepresentations and mis-statenmits .—The consent of the 
parties to a contract assumes the truth of the statements on whi(*h 
they rely in entering into the contract. Generally th(‘ contract is 
voidable if the insured in the application unintentionally makes 
a material misrepres(‘ntation or int(uitionally makes any mis¬ 
statement. The contract is void in event either of fraud, 
mistake, or absence of good faith, except where the contrary is 
provided by special statutes or by the terms of the contract itself 
as, ¥or example, by an incontestable clause. Where there has 
been fraud, mistake, or absence of good faith, there has been no 
real consent of both parties. Most life insurance policies are, 
by their terms, incontestable after the lapse of a stated period 
from the date of issue, except for non-payment of premium and 
sometimes except for other specified reasons. During this period 
there is an opportunity to rectify any mistake. The courts have 
generally held that after the expiry of the period of contestability 
the policy cannot be canceled by the insurer because of fraud in 
obtaining it. Such a rule seems contrary to the most elementary 
principles of justice and operates to protect dishonest persons at 
the expense of others. However, the rule is founded in the 
principle of public policy that it is well that beneficiaries may, 
after the expiration of a specified time, rest secure in the knowl¬ 
edge that the validity of the life insurance on which they rely 
is no longer subject to question, even though the operation of the 
incontestability clause may in some instances protect dishonesty. 
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The general principle invalidating contracts in the absence of an 
equality of knowledge is, therefore, applicable only to a limited 
extent in the case of life insurance contracts since any attempt to 
avoid the contract for such reasons must be made within the 
period allowed. 

Concealment .—Two special aspects of the general requirement 
of equality of knowledge are of particular interest in relation 
to life insurance. Tluise relate to concealments and misrepresenta¬ 
tions. Concealment of material facts may or may not be 
fraudulent, since doubt may exist as to the materiality of the 
matters concealed. In gcmeral, it is the duty of the applicant 
to disclose, in the first place, all facts about which inquiry is 
specifically made in the ap})lication blank or by the medical 
examiner. The fact that inquiry is made about a matter is 
sufficient evidence of its materiality. The usual (^ases which 
arise in this connection are those where an answer is incomplete 
or where an answer is omitted. An incomplete answer undoubt¬ 
edly amounts to concealment. For example, if the applicant 
is asked: ^^What diseases have you had in the past 5 years? 
and in reply states that he has had influenza, making no mention 
of the fact that he has also had typhoid fever, he is concealing 
a material fact, which will render the policy void. Where, 
however, an answer is omitted, it is the duty of the company 
to require an answer, and if it issues the policy without doing 
so it will be considered to have waived the answer to the question. 
The applicant need not disclose facts which are known, or which 
should be known, to the company. In applying this rule it is 
not permissible to assume that the company has made inferences 
which would be necessary to arrive at the information in ques¬ 
tion, nor is it presumed that information published in newspapers 
is necessarily known to the company. Matters of public 
knowledge, however, such as that a state of war exists in a country 
to which the applicant is going, would be presumed to be known 
to the company. 

It is to be noted that, in general, the facts concealed must 
be rnaterial in order to have any effect on the validity of the 
contract. The general criterion of materiality is the question: 
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Would knowledge of the fae-tK or information concealed have 
affected the action of the company in accepting or rejecting the 
risk?'^ If su(di knowledge might have caused the company to 
refuse to issue a policy or to offer si)ecial terms its materiality 
is established, and the company then would have the right to 
revscind the policy unless the period of contestability had expired. 

Warranties and lie/presentations .—Jn addition to the question 
of concealments, it is important to note the general interpreta¬ 
tion to be pla(^ed upon the statements of the applicant. Under 
the laws of most states all statements made by the applicant, 
whether in the application blank or to the medical examiner, 
are considered, in the absenc(‘ of fraud, to be representations 
and not warranties. In the absence of such special laws it might 
be agreed that the statcnnents of the applicant would be con¬ 
sidered warranties. This, as has already been explained, was 
formerly the usual practice. Such a provision would, however, 
give an undue advantage to the company because of the absence 
of technical knowledge on the part of most persons insured. A 
warranty must be literally true, and a breach of warranty would 
be sufficient to render the policy void wdiether the matter war¬ 
ranted were material or not and whether or not it had in any 
way contributed to the loss. A representation need be only 
substantially true. It is evident that many of the answers 
required in an application for life insurance cannot be answered 
with literal accuracy. For example, the questions Are you free 
from disease?or ^^Have you suffered injury of any organ? 
can be answered only with approximate truth. For the com¬ 
pany successfully to deny liability under a policy because of a 
misrepresentation, the matter complained of must be material, 
and the criterion of materiality is the same as that stated above 
with regard to concealments. 

In the state of Missouri the law provides that a misrepresenta¬ 
tion, in order to be the basis of a suit denying liability, must 
not only be material but must have related to a matter which 
contributed to the loss. Thus, if an applicant states that he has 
been in a hospital, the fact being that he has been in a lunatic 
asylum, and if, within the period of contestability, he dies as the 
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result of a railroad accident, the company would be liable under 
the Missouri law, since the matter misrepresented was not a factor 
contributing to the death of the insured. This is undoubtedly a 
bad rule, since, if the company had known of the matter which 
was misrepresented, it would probably not have accepted the 
application and would never have been liable on the risk. In 
Massachusetts, statements of the insured which are claimed to be 
misrepresentations either must be proved to have been fraudulent 
or must relate to matters which have contributed to the loss. 
The virtual impossibility of 'proving fraudulent intent renders 
this rule practically equivalent to the Missouri law. In Alabama 
the statute is similar, requiring proof that the alleged misrepre¬ 
sentation was made with intent to deceive or that the matter 
misrepresented increased the risk. In accordance with the 
statutes of other states the fact that any circumstance\s which 
would have influenced the decision of the company in accepting 
or rejecting the application have either been (*oncealed or 
misrepresented is sufficient. (ai>art from the operation of an incon¬ 
testable clause) to avoid the policy, even though such circum¬ 
stances have not contributed to the death of the insured. That 
is the only fair rule. 

Application of the General Rules of the Law of Agency.— 

The rules of agency law are of considerable importance in life 
insurance, since the business of life insurance companies is 
transacted entirely through the medium of agents. An agent, in 
the legal sense, is a person who acts for another, and, in that sense, 
officers of the company, soliciting agents, medical examiners, 
branch managers, and so forth, are all agents of the company. 

An agent, in this sense, may be either a general agent^ having 
power to do all that his principal could do if he were present, or 
a special agents having power to perform certain specified acts 
only, such as to solicit applications for insurance or to make 
medical examinations on behalf of the company. The president 
and other executive officers may be considered to be general 
agents of the company, since they act and have authority in all 
matters on behalf of the stockholders of a stock company or of the 
policyholders of a mutual company. The general agents” 
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in charge of a company’s business in particular localities are 
not general agents in the legal sense, since they have not the 
right to perform all acts which their principal might perform but 
only the particular duties connected with their department of 
the business. 

There are four general rules of the law of agency, the particu¬ 
lar application of which to life insurance should be noted. 

Presumption of Agency .—There is no presumption that one 
person acts for another. Thus, if a person represents himself 
to be the agent of an insurance company and receives the initial 
premium with which he later absconds, the company is not 
liable if it has done nothing to rais(^ the i)resumption that an 
agency existed. If, however, the company had su])plied the 
supposed agent witli receipt ))lanks, rate books, application 
blanks, etc., there would probably be a presumption that an 
agency existed, and the company would in that case be liable 
for the wrong done. 

Apparent Powers of Agents .—The power of a special agent 
is limited, as already noted, to the acts which he is appointed 
to perform. But th(? company cannot deny that a special 
agefat has powers with which he is apparently invested. For 
example, where an agent has habitually granted extensions of 
time in payment of premiums, and where the company has not in 
the past questioned his power to do so, the effect will b(^ that, 
until limitations on the powers of the agent are iiotifu'd by the 
company, it cannot deny that the agent has such powers even 
though he does not, in fact, have them. Such action in regard 
to a policy on the life of one person would not, however, create 
any presumption as to the agent’s powc^r in regard to similar 
action on a policy on the life of another person. Again, the pr(\si- 
dent of an insurance company must be considc^red to have the 
power to do all things necessary to carrying out the contracts 
of the company. Any restrictions on his powers contained in 
the by-laws of the company would be of no effect in so far as 
responsibility for his actions in such matters was concerned, 
unless such restrictions had been duly communicated to all 
concerned. Any restrictions contained in the company’s charter 
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would, however, be effective, since the charter, unlike the by-laws, 
is considered to be public knowledge. 

Limitation of Powers of Agents ,—Limitations on the powers of 
an agent will be effective where these limitations have been prop¬ 
erly communicated and provided the limitations are legal. 
All companies communicate to their policyholders by means 
of a clause in the application blank or in the policy, or in both, 
the customary limitations on the powers of soliciting agents 
and other representatives of the company with whom the policy- 
holde^r may come in contact. Such a clause usually states 
that only certain specified officers of the company (executive 
officers) have the power to extend the time for payment of a 
premium or otherwise to modify the contract in any respect. 

Responsibility for Acts of Agents ,—Limitations on the powers 
of agents, even if communicated, must, however, be proper limi¬ 
tations; that is, they must conform to the general rules of law. 
The company cannot merely by giving notice disclaim responsi¬ 
bility for the ordinary and necessary acts of its agents done in the 
(course of their agency. The disadvantages of transacting 
business through the medium of agents cannot be avoided. 
The chief of these disadvantages are (1) responsibility for any 
wrong committed by the agent in the course of his agency 
and (2) the legal presumption that the knowledge of the agent, 
even although not communicated, is the knowledge of the com¬ 
pany. The company is responsible, for example, for any libel 
committed by an agent in the course of business. Again, where 
the agent has obtained an application for insurance by making 
a fraudulent promise or a misrepresentation of the benefits to be 
received under the policy, the company may not retain the pre¬ 
mium if the applicant, within a reasonable time, returns the policy 
and demands his premiums back. The applicant cannot, how¬ 
ever, in such circumstances, demand that the company fulfil the 
promise of the agent, since that might be impossible without 
injustice to other policyholders. If the companies were bound 
by all promises made by agents it would be practically impossible 
to carry out the business of life insurance by means of agents, 
since a dishonest agent could involve a company in serious loss. 
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The fact that the knowledge of tlu^ agent is presumed to be the 
knowledge of his prin(‘ij)al is of particular importance to life 
insurance companies. The soliciting agent is the (legal) agent, 
not of the applicant but of the company. If he knows anything 
regarding the applicant which might have a bearing on the 
latter's insurability it is his duty to communicate it to the com¬ 
pany, and if he does not do so the company is, nevertheless, 
presumed to have siudi knowledge. The applicant is entitled to 
assume that the agent has communicated it. Facts which come 
to the attention of the medical examiner in the course of his 
examination and which he does not communicate to the company 
are likewise presumed to be known to the company. 

Rights of the Beneficiary. —The beneficiary is the person desig¬ 
nated in the policy to receive the proceeds of the insurance. 
The rights of the bcnieficiary in connection with the ownership 
of the policy or in any negotiations concerning it depend on the 
terms of the contract. Where the policy is made payable to 
the estate of the insured, or to the insured himself at the maturity 
of an endowment policy, or where a policy is maintained by one 
person on the life of another and is made payable to the former, 
or^here the beneficiary is a person designated by the insured 
for a valuable consideration, as in the case of a creditor policy, 
very few difficulties can arise in determining the rights of the 
beneficiary who, in such cases, is usually the absolute owner of 
the policy. In the great majority of policies, however, the 
beneficiary is a person designated by the bounty of the insured 
and is usually someone who is dependent upon him, such as his 
wdfe or child. Where the policy is made payable to such a 
beneficiary without any limitations or conditions, the ownership 
of the policy is in the beneficiary, who is said to have an “ absolute 
vested interest.'' Under these circumstances all negotiations 
concerning the policy may be effected by the beneficiary alone 
without the consent of the insured; the beneficiary will lose the 
benefits secured by the policy only if it is not maintained in 
force by payment of premiums. In such a case, if the bene¬ 
ficiary were to die before the insured, the cash value of the 
policy at that time, if it had a cash value, would be a part of 
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the estate of the beneficiary, and similarly in event of his bank¬ 
ruptcy the value of the policy would be available for payment 
of his debts. Such an absolute designation is not usual. Usu¬ 
ally it is provided that, in event of the death of the beneficiary 
occurring prior to the death of the insured, the rights of the 
beneficiary shall pass to the insured. Under such circumstances 
the beneficiary's interest is conditional only, as he is liable to 
lose it by prior death. The insured has, therefore, an interest 
sufficient to necessitate his concurrence in all negotiations (;oii- 
cerning the policy, although in the meantime the rights of the 
beneficiary are “vested." 

Whether the interesi- of the beneficiary is vested absolutely 
or vested conditionally or is merely contingent, the beneficiary 
has an interest such that his consent is necessary in all negotia¬ 
tions involving the policy. For example, if a policy is made 
payable to the insured's wife, if living, or, if the wife is not living, 
to his children, no transactions involving the policy may bo 
carried on without the consent of the wife and the children, or 
of their legal guardians if they are under age. Such provisions 
may lead to delay and expense in connection with such matters 
as surrender of the policy for cash or an a])plication for a policy 
loan or when the polic^y becomes payable by the death of the 
insured. In order to avoid such complications it is now more 
usual for the insured to res(^rve to himself the right at any time 
to change the beneficiary and the right to take the cash or other 
non-forfeiture value of the policy or to receive a loan upon it 
from the company without the consent of the beneficiary. Where 
this has been done the beneficiary has no legal rights, but a mere 
expectation of benefit to be received in case the insured shall 
die without having changed the beneficiary and without having 
otherwise disposed of the policy. Ownership of the policy 
remains entirely with the insured, and in the event of his bank¬ 
ruptcy the value of the policy may (unless, as in New York, the 
law specifically provides otherwise) be taken in payment of 
his debts, provided it has a cash value by its terms. If the 
policy has no provision for a cash value, it cannot be taken by 
the creditors in event of bankruptcy. 
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In nominating the beneficiary, the insured may choose either to 
simplify all negotiations concerning the policy by retaining full 
control of it during his lifetime, in which case the property in the 
policy remains in himself, and the policy becomes available for 
his debts in event of bankruptcy (except as stated below), or he 
may choose to nominate a beneficiary or beneficiaries without 
reserving to himself the control of the policy, in which case the 
policy is not available for his debts. In any particular case the 
answer to the question whether the insured or the beneficiary 
alone may deal with the policy, or whether the consent of both 
the insured and the beneficiary is necessary, depends entirely 
on the terms of the policy. 

There are two conditions under which the creditors of the 
insured may attach a policy, even where it is payable to a bene¬ 
ficiary and where the insured has not reserved to himself any 
rights. These are (1) where the premiums have been paid out 
of embezzled funds and (2) where the premiums have been paid 
after insolvency and in fraud of creditors. In the latter case it 
is necessary that fraud be proved, wliich would usually be 
difficult. A reasonable amount of insurance for the circum¬ 
stances of the insured will not generally be considered fraudulent. 

In some states it is provided that a policy payable to the 
insured^s wife, and upon wiiich the insured pays the premiums, 
shall to a certain extent be free from liability for payment of 
the insured\s debts even where the right to change the beneficiary 
has been reserved. 

In the state of New York the law is still more liberal. Under 
Section 55a of the New York insurance law, enacted in 1927, the 
creditors of the insured have (in the absence of fraud) no right 
whatever to the cash value of a policy of any amount provided 
the policy was originally made, and still is, payable to a named 
beneficiary, and irrespective of whether the insured had retained 
the right to change the beneficiary, even where the insured 
himself is named as contingent beneficiary. Thus in New York 
the insured may retain complete control over his life insurance 
while his creditors have no rights against it. No such possibility 
exists in regard to any other type of property. Mr. Albert Hirst, 
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Counsel of the New York State Life Underwriters Association, 
has said: ‘‘This unique position of life insurance can only be 
explained by assuming that the legislature of the State has a full 
realization of the supreme importance of life insurance as a social 
institution as a means by which our citizens provide support for 
tlieir dependents after death/^ Others may, perhaps, regard 
such a law as of questionable merit and as amounting to unfair 
treatment of creditors. 

Assignments. —Most life insurance policies contain a provision 
to the effect that no assignment shall be binding upon the 
company unless the original assignment, or a copy ther(»of, is 
filed at the home office of the company and that the company 
assumes no responsibility as to the validity of any assignment. 
Such provisions have, of course, no effect on the validity of assign¬ 
ments or on the legal equities as between the insured and the 
assignee. By complying with the terms of the policy, how^ever, 
the assignee becomes a party to the contract and may take legal 
action thereon if iiec'cssary. If he does not comply with the 
terms of the contract he would, nevertheless, have an equitable 
right as against the insured wliich could be enfor(ied through the 
proper channels. While the companies are within their rights 
in requiring that assignments shall be notified in a particular 
manner, no company would ignore notice received in some other 
and less formal manner. Such notices would be duly recorded 
and would be considered when the time came to make payment 
under the policy. 

An assignment of an insurance policy may be voluntary, 
conditional, or absolute. A voluntary assignment is one which 
is made without a valuable consideration. Such an assignment 
is effective, provided it is made in good faith and not as an 
evasion of the requirement of an insurable interest and also 
provided it is not made in fraud of creditors. A conditional 
assignment is the usual form of commercial security and is the 
form generally used for securing a debt. Evidence that the 
debt has been paid will suffice to cancel a conditional assignment 
even although the assignment may be absolute in form. An 
absolute assignment is equivalent to the sale of the policy. The 
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rights of the ijisured in t-lu* policy (*an l)o reestablished only by a 
subsequent absolute assignment, although, as has just been 
seen, a conditional assignment may sometimes be absolute in 
form. In deciding the effe{*t of assignments made for the purpose 
of securing indebtedness all the circumstances of the ease must be 
taken into account. 

Delivery of the Policy. —The question soiiK^times aris(\s under 
a life policy: When does the insurance begin? This is a matter 
which depends largely upon the terms of th('. policy, the usual 
provision being that the policy goes into force when it has been 
delivered to the insured while he is in good health and provided 
the first premium has been paid. Whiles this may appear clear 
enough, questions sometimes arise as to what constitutes a delivery 
of the policy. Delivery is largely a question of the intention 
of the parties. Actual possession of the policy by the insured 
is not essential if all conditions precedent have becui satisfied, that 
is, if the first premium has been paid, the insured being then in 
good health, and if the company has ex])rossed the intention to 
be bound, either by delivering the policy to an agent to be handed 
to the insured without any restrictions, or in some other way. 
Su^ a delivery without possession of the policy occurs where 
the insured, as frequently is the case, has paid the first premium 
at the time of making the appli(;ation and has received a special 
receipt setting forth an agreement that, if the a])plication shall 
be accepted by the company, the insurance shall immediately 
go into force. It is sometimes supposed that, where such a 
conditional re^ceipt—or, as it is sometimes incorrectly called, a 
^‘binding receipt^'—^is given, the insurance takes effect at once 
provided the applicant is an insurable risk when the application 
is taken. This is not strictly true. The company clearly has 
the right to accept or reject any application whether the applicant 
is an insurable risk or not, and no contract of insurance can 
exist until affirmative action has been taken by the company. 
However, if the applicant were to die before the company had 
actually approved the application (for example if he were to 
be killed in an accident soon after the application and medical 
examination had been completed and the premium paid to the 
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company\s agent) it is likely that the company would pay the 
amount of insurance, provided, of course, that a policy would 
have been issued, although probably no legal claim would exist. 

Actual possession of the policy is not necessarily conclusive 
proof that it has been delivered. Sometimes the policy is handed 
to the applicant for his inspection, in which case he is usually 
required to sign a receipt which states that the policy is men^ly 
in his hands for examination and approval. As the policy 
generally states on its face that the first premium has been paid, 
no separate receipt being given for the first premium even 
in the case of a single premium, it is necc^ssary for the company 
to secure in such circumstances an acknowledgment that formal 
delivery has not taken place. ^ If it did not do so it is probable 
that, if the applicant should die while in possession of the policy, 
and if a claim should be made under it, the company would be 
held liable because of the acknowledgment in the policy of the 
receipt of the first premium. The company would then merely 
have the right to recover the amount of the premium from the 
insured^s estate. 

In most cases when? the first premium has not been paid in 
exchange for a conditional receipt, the agent is instru(?ted not 
to deliver the policy unless the applicant continues to b(i in good 
health. The policy is, therefore, not released by the company 
for delivery without restrictions, and if the policy were obtained 
by the applicant or by his representative by a misrepresentation 
of the state of health of the applicant there would be no real 
delivery, and the policy would not be valid. Cases have, in 
fact, occurred where such a deliverywas obtained after 
the death of the applicant. 

Life Insurance Companies and Litigation. —^All life insurance 
companies are frequently involved in litigation. Life insurance' 
offers peculiar temptations to the unscrupulous, and every 
conceivable form of fraud has, at one time or another, been 
attempted against the companies. In order to protect the 
interests of the large body of honest policyholders it is absolutely 

^ Some companies use a special form of receipt for single premiums, the 
policy itself not acknowledging the receipt of the premium. 
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essential to scrutinize all claims with care, particularly where 
any circumstances exist which raise suspicion of unfair dealing. 

It is somewhat unfortunate that the courts, or, at least, the 
lower courts, and juries seem sometimes to favor claimants 
as against the companies. The large number of decisions against 
the companies which are reversed on appeal to higher courts 
indicates that they cannot always rely on an entirely unbiased 
judgment in the first instance. With rare exceptions, life insur¬ 
ance companies do not enter into litigation without due cause. 
To do so would be bad business, but, at the same time, the rights 
of all the policyholders must be protected, and where a company 
believes a claim to be fraudulent or improper it is its duty to 
resist payment. 



CHAPTER XXI 


HISTORICAL DEVELOPMENT OF LIFE INSURANCE IN 
THE UNITED STATES 

Individual Insurers. —^life insurance in this country, as else¬ 
where, was an outgrowth of marine insurance. In colonial and 
revolutionary times marine insurance was written by individual 
insurers or underwriters who generally transacted their business 
in the coffee houses where the merchants who required their 
services were in the habit of meeting. As the business increased, 
public insurance offices were established in Philadelphia, Boston, 
and New York in which the underwriters made their head- 
quart(‘rs and where persons desiring to effect either marine or 
life insurance could arrange for a policy. Occasionally these 
underwriters granted insurance covering the risk of capture by 
pirates to persons making a voyage, the object of the insurance 
being to provide the necessary funds to pay ransom. Policies 
were later issued covering the risk of death during a voyage, 
but such policies were few in number. The insurance obtained 
in this way was invariably for a short period only, usually 6 
months or a year, or for the duration of a voyage. The cus¬ 
tomary rate of premium was 5 per cent per annum. While this 
appears to be a high rate of premium when compared with the 
cost of term insurance at the present time, it must be remembered 
that there was no medical selection, the applicant merely appear¬ 
ing before the underwriters who satisfied themselves of his general 
suitability for insurance. Moreover, policies were taken only 
when some unusually hazardous risk was about to be undertaken. 

The Presb3rterian Ministers’ Fund. —About the middle of the 
eighteenth century (1759) the Synod of Philadelphia estab¬ 
lished the Presbyterian Ministers’ Fund, which is noteworthy 
in two respects: as the first corporation organized in America 
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for the purpose of furnishing benefits payable on the occurrence 
of death, and because it has survived (in a much improved 
form) to the present time. The Presbyterian Ministers’ Fund 
was intended to provide the ministers of the Presbyterian church 
vdth a means of supplementing, in event of their death, the 
inadequate provision for their families which was possible from 
existing ehurcdi funds. The fund granted what are now known 
as survivorship annuities, that is, annuities commencing at the 
death of the policyholder and continuing thereafter during the 
remaining lifetime of the beneficiary. The annuity which could 
be purchased ranged from £10 to £35, the annual premium 
required being one-fifth of the annuity. The cost of such annui¬ 
ties at the present time at the ages at which most of these annui- 
ti(\s were probably taken corresponds with a fair degree of 
closeness to these rates. 

Subscriptions were solicited to supplement the fund, but such 
additional amounts were intended to extend the benefits to 
those not subscribers, and the rates were intended to be sufficient 
in themselves to provide the annuities. A safeguard existed in 
t\m rule that, if premiums had been paid for less than 15 years, 
the balance of 15 years’ premiums was to be paid by deducting 
half of each annuity payment as long as necessary. The bene¬ 
fits of the fund were originally available only to clergymen 
of the Prcvsbyterian church but they were later extended to 
include students of Presbyterian colleges. Similar limitations 
exist at the present time although the society has long since 
altered its plan of operation and has for many years issued 
regular life and endowment policies to those qualified for mem¬ 
bership. The society is remarkable for the success which has 
attended its operation and for the low cost at which insurance 
is furnished. The latter feature is due chiefly to the fact that 
the rates of expense and of mortality are much letter than those 
prevailing in the regular life insurance companies since the 
society employs no agents and operates entirely among a section 
of the population which is subject to a very low death rate. 

The Insurance Company of North America. —In the closing 
years of the eighteenth century there was a period of business 
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prosperity which was largely due to the effect of wars abroad 
and to the neutral position occupied by the United States. 
During the last 10 or 15 years of the eighteenth century about 
30 insurance companies were organized, of which 5 had power to 
issue life insurance policies. Only one of these companies, how¬ 
ever, actually issued such policies. That company was The 
Insurance Company of North America, which was chartered in 
1794 and which was the first business corporation to transact 
life insurance in America. The life business transacted was, 
however, negligible. In 5 years only six policies were issued, 
apart from ransom policies which were issued also by individual 
underwriters. The chief reasons for the small amount of life 
insurance business transactcid were that there was as yet practi¬ 
cally no public knowledge of, nor demand for, life insurance, 
largely because of tlie undeveloi)ed condition of the country, 
while the rates of premium charged were very heavy, and the 
general conditions of the policies were severe. Although the 
scientific grading of premiums by age had already appeared in 
Europe, arbitrary premium rates were still in use in America, and, 
in view of the insignificant amount of business, nothing better 
could have been expected. The Insurance Company of North 
America discontinued life insurance business entirely in 1804. 

Stock Companies. —Apart from the very few policies issued 
by the Insurance Company of North America and the reversion¬ 
ary annuities of the Presbyterian Ministers’ Fund, the only life 
insurance contracts issued prior to the beginning of the nine¬ 
teenth century were those granted by individual underwriters. 
The disadvantages of this system gradually became evident. 
Disputes as to the liability of the insurer sometimes arose when 
a claim was made, and sometimes the insurer, even though admit¬ 
ting liability, was unable to pay. It was natural, therefore, 
that the first important development of the business should 
be in the direction of securing a better guarantee of payment. 
This was accomplished by the organization of stock life insur¬ 
ance companies. During the first 40 years of the nineteenth 
century a large number of stock life insurance companies were 
organized, most of which had a very large capitalization. Many 
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of these companies were conducted on unsound lines and had 
a brief existence. Others met with considerable success. The 
chief of the latter group were the Pennsylvania Company for 
Insurance on Lives and Granting Annuiti(\s (1809), the Massa¬ 
chusetts Hospital Insurance Company (1818), and the New York 
Life Insurance and Trust Company (1830). The capital stock 
of each of the first two of these com])anies was $500,000, and 
of the third $1,000,000, sums which repn^sontcd, particularly in 
those days, a substantial guarantee of payment. 

The Pennsylvania Company was the first c*ommercial corpora¬ 
tion to be organized in this country for the sole purpose of 


Premium Rates per $1,000 


Age 

Poiinsylvania Company (1814) 

N on-parti(dpating 
Ordinary Life rate 
1939 

One-year 

term 

Seven-year 

term 

Whole of 
life (Ordi¬ 
nary Life) 

20 

$15.00 

$16.20 

$23.90 

$13.90 

25 

16.80 

17.70 

26.50 

15.78 

' 30 

18.20 

19.20 

29.30 

18.21 

35 

20.00 

21.30 

32.80 

21.42 

40 

22.30 

24.30 

37.20 

25.68 

45 

25.60 

27.90 

42.90 

31.30 

50 

30.30 

33.40 

j 49.90 

38.75 

55 

35.70 

39.60 

58.50 

48.65 

60 

42.90 

48.00 

70.00 

61.92 


issuing life insurance policies and annuities. It was also the 
first American company to transact life insurance on a scientific 
basis, requiring an application and medical examination and 
charging premiums which increased with age. The terms of 
its policies were much less liberal than those of present-day 
contracts. For example, no provision was made for days of grace 
nor for cash or other surrender values, while the sum insured 
was not payable until 60 days after proof of death. Most of the 
policies issued by the Pennsylvania Company and the other 
companies mentioned were on the term plan, either for 1 or for 7 
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yeans, although some ordinary life policies were issued. The 
premium rates charged by the Pennsylvania Company are shown 
in the table on p. 520.^ For comparison, specimen non-partici¬ 
pating rates for ordinary life insurance charged at the present 
time are also shown. 

Specimen rates charged for life annuities are given below 
together with modcTn rates for comparison. 


Annuity Purchased by $1,000 (Male Lives) 


Age 

Pennsylvania Company (1814) 

Approximate rate 1939 

40 

$ 80.40 

$ 47 

50 

92.70 

57 

60 

113.50 

73 

70 

158.10 

102 

80 

271.00 

158 


The reduction in the rate of interest obtainable, the much 
improved longevity among annuitants, and greater expense are 
responsible^ for the much less favorable terms for annuities which 
prevail at the present time. 

The Massachusetts Hospital Insurance Company was organ¬ 
ized for the purpose of carrying on the life annuity business which 
had been a monopoly of the Massachusetts State Hospital and 
also to transact the liusiness of life insurance. Under the 
terms of its charter the (ximpany had to pay one-third of the 
profits on its life insurance business to the hospital, as a result 
of which very little life insurance was written. 

The New York Life Insurance and Trust Company^ was similar 
to the other two companies in most respects but is notable as 
the first company to establish an agency system and to make 
active efforts to secure business. It issued about 200 policies a 
year in its early and more active period. 

These three companies had, or subsequently obtained, the 
power to transact trust business as well as to issue life insurance 

^ Knight, C. K.: ‘^The History of Life Insurance in the United States to 
1870 .'^ 

* Not to be confused with the New York L^e Insurance Company. 
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policies, and all of them subsequently gave up the life insur¬ 
ance business entirely. They are all still in existence as trust 
companies. 

Transition from Stock to Mutual Companies. —In 1836 
there was organized the Girard Life Insurance and Trust Com¬ 
pany of Philadelphia, which inaugurated a new principle, that 
of granting to policyholders ])arti(*ipation in the profits of the 
business. The Girard was a stock company but, on accoimt of 
the participation feature, was the connecting link between the 
stock companies and the purely mutual companies which were 
to come later. The first dividends of the Girard Company 
w^ere allotted in 1844 in the form of additions to the insurance 
under policies which had been in force at least 3 years. The idea 
of allowing policyholders to share in surplus was due in part to 
the considerable profits made by some of the stock companies 
and in part to the development of the mutual system in other 
branches of insurance. In addition to ])articipation the Girard 
introduced some other minor liberalities, one of the most impor¬ 
tant of wdiich, from an historical point of view, was the provision 
fcg 15 days of grace in payment of premiums. 

Mutual Companies. —The business done by the companies 
mentioned in the preceding pages was of very limited extent. 
Only one of these companies made active efforts to o})tain 
business in addition to that which came unsolicited. There 
was, moreover, not only a general lack of knowledge of the 
benefits of life insurance on the part of the public, but also 
considerable prejudice against it on religious grounds. As 
late as 1809 the courts of Massachusetts discussed the question 
whether the contract of life insurance was legal and not ‘‘repug¬ 
nant to sound morals,'^ and for many years after that date many 
persons held life insurance to be a sinful speculation in human 
life. There is no doubt that, during the first half of the nine¬ 
teenth century, this foolish prejudice was responsible in large 
measure for the slow growth of the business, as may be judged 
from the fact that some of the early reports of the companies 
make special reference to it and give arguments to prove that 
life insurance is not an immoral institution. About 1840 the 
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prejudice against life insurance was beginning to disappear. The 
operations of the stock companies had, to some extent, educated 
the public in the uses and benefits of life insurance, while the 
general progress in the development of the country and the 
increase in population had resulted in an increased demand for 
insurance. Added to these reasons was the fact that the cost of 
life insurance was about to be considerably reduced through the 
introduction, on a large scale, of the mutual plan. Conditions 
in 1840 were very favorable for the important developments of 
life insurance which then took place and for a considerable 
expansion of the business. 

The first company to commence operations on the mutual 
plan was the Mutual Life Insurance (company of New" York, 
wdiich was chartered in 1842 and (jommenced l)usiness 1 year 
later. The requirement of a high degree of security for the 
j)ayment of claims, which had been an important factor in the 
development of the stock life insurance companies, was met by 
a plan wdiich then appeared for the first time. This w"as a 
provision in the charter that active business would be commenced 
only when application had been made for a sufficiently large 
amount of insurance to provide an adequate basis of operation. 
The charter of the Mutual Life provided that applications for at 
least $500,000 of insurance must be made before active opera¬ 
tions could be commenced, and, as a matter of fact, business was 
not begun until applications for double that amount had been 
secured.* The Mutual Life was successful from the first and 
within 5 years had issued over 4,000 policies. The principal 
features of the company which distinguished it from the stock 
and mixed companies were that policyholders were entitled to 
share in the management of the company through the election of 
directors and that all profits belonged to the policyholders. At 
the same time, there was no personal liability involved beyond 
the amount of premiums paid. 

The New England Mutual Life Insurance Company, which 
commenced business in the latter part of 1843 (although char¬ 
tered in 1835), illustrates the other method which was used 
to establish a mutual life insurance company with adequate 
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security. This method was practically equivalent to cominenc/- 
ing as a stock company, except that provision was made for 
retiring the stockat an early date. The stock capital was 
called the guaranty capital. The New England had a guaranty 
capital of $100,000. Provision was made in the charter for pay¬ 
ing legal interest on the guaranty capital (which was thus equiva¬ 
lent to borrowed money) and for its redemption out of the net 
profits of the company's business after a stated period, after which 
the company became in every sense purely mutual. 

Among the other companies whicli were organized during this 
period and which are still in operation are the New York Life, 
the Mutual Benefit, the State Mutual, and the Connecticut 
Mutual, all of which were mutual companies. A great many 
companies were organized, nearly all on the mutual plan, between 
1840 and 1850. Many of these were organized on unsound lines, 
and, as in the case of the companies established during the period 
of expansion at the end of the eighteenth century, many soon 
disappeared. 

The Note System. —The part-note’^ system, a tk'w feature 
ofjbhe business which led to considerable controversy, and which 
is Important because it was in large measure responsible for the 
general introduction of the annual dividend plan, was introduced 
about this time by the New England. The large profits or 
savings which had been made both by the stock companies 
and the mutual companies had led to the idea among the public 
generally that it was not necessary for the companies to charge 
such high rates of premium. Moreover, it was argued that the 
saving in claims which was effected by medical selection justified 
a substantial reduction in cost in the early years of insurance. 
This led to the idea that profits from various sources could be 
anticipated and that part of the premium could be accepted in 
the form of a note which would subsequently be redeemed 
from dividends. Under suitable conditions there would have 
been no theoretical objection to the part-note system, if properly 
applied. The system was not, however, suited to practical 
conditions and was applied in such an improper manner as 
ultimately to cause its abandonment. 
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The following example illustrates an improper application of 
the part-note plan whic.h was attempted by one of the companies. 
This company accepted notes to the extent of one-half of each 
premium. It was anticipated that, by the time the fifth and 
subsequent premiums became due, profits would be available 
annually of sufficient amount to discharge one note so that from 
that time only four notcis would remain outstanding, as each new 
note would be offset by thc^ cancellation of an old one. Interest 
was charged on the outstanding notes at the rate of 7 per cent per 
annum. It was thus anticipated that the actual payments by 
the insured in the case of a premium of $100, would work out, as 
shown in the following table: 


Year 

Note 

Notes out¬ 
standing 

Cash 

premium 

Interest 

Total cash 
payment 

Dividend 

1 

$50 

$50 

$50 

$ .... 

$50.00 


2 

60 

100 

60 

3.50 

53.50 


3 

50 

150 

50 

7.00 

57.00 


4 

50 

200 

50 

10.50 

60.50 


5 

50 

200 

60 

14.00 

} 64.00 

First note 

6 

50 

200 

50 

14.00 

64.00 

Second note 

etc. 

etc. 

etc. 

etc. 

1 

etc. 

etc. 

etc. 


The intention was to pay the full amount of the policy, 
when death occurred, the four notes outstanding being canc*.eled 
and considered as a post-mortem dividend. This was naturally 
a very attractive scheme for intending policyholders, but profits 
could not be predicted in this arbitrary manner. The scheme 
depended entirely on the assumed experience being realized in 
the future. If, in the above case, the profits were not sufficient 
to redeem the first note at the end of the fourth year, the amount 
payable in cash, consisting of half of the premium plus interest 
on the total indebtedness, would continue to increase while 
the amount of indebtedness also increased, and when this hap¬ 
pened it was evidently only a matter of time before the policy 
would be allowed to lapse, as the extent to which persons wil! 
pay an increasing premium for a decreasing insurance is limited. 
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This was, in fact, what happened in the company referred to. 
Profits were insufficient to provide the anticipated dividends, and 
consequently the plan broke down entirely. 

The note system was used by the majority of the companies 
at this time, and many of them accepted notes to the extent of 
half or even more than half of each premium. Their inability 
to redeem the notes from dividends was responsible for the 
failure of the system. 

As a general principle, where j)art of the premium is accepted 
in the form of a note the amount so received must be limited so 
that the actual cash received is not less than the amount required 
to pay for actual expenses and for the net risk incurred by the 
company. Consider an ordinary life poli(‘y of $1,000 issued at 
age thirty at a pnmiium of $25 i)er thousand, the net j)remium 
(3 per cent basis) being $18.28, the loading $6.72, the cost of 
insurance in the first year $8.34, and the first year's reserve 
$10.49. If the expenses amount to $6.72 exactly, and the other 
assumptions involved in the ])remium calculations are borne out, 
a company which re(anv(\s the whole premium in cash will have 
$|iP.49 on hand at the end of the first year. A company which 
accepts a note for half of the premium receives only $12.50 in 
cash but has to spend $15.06 ($8.34 plus $6.72) in expenses and 
claims. There will, therefore, be a cash deficit of $2.56, less 
interest. It is evident that the expenses must in such a case be 
limited to one-half of the premium less the cost of insurance in 
the first year, since, otherwise, if the policy lapses at the end of 
the first year it has not paid its share of actual expense unless the 
note can be collected. Moreover, if no cash value is allowed 
at the end of the first year to a discontinuing policyholder who 
has paid the whole of his premium in cash, it is clear that no 
note at all should be accept(xl in part payment of the first year^s 
premium and that the note should, in general, be not greater 
than the value allowed to a policyholder who has paid cash. 
In other words, while notes are good in so far as they can be used 
for payments which are due to the insured either as part of the 
sum insured or as dividends or cash value, there should be no 
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insurance on credit a,nd no discrimination against Ili(^ policy¬ 
holder who pays the full premium in cash. 

The note system with its accompanying reducdion in the 
immediate cost of insurance led to the adoption of the annual 
cash dividend plan by those companies whi(th did not accept 
notes. Hitherto dividends had been allotted chiefly in the form 
of additional insurance and were not available for part payment 
of premiums. Another form of dividend was the ‘^scrip’’ 
dividend which was practically an I O U from the company 
redeemable on some stated date in the future or at the time 
the policy became payable. Scrip dividends usually bore 
interest. 

From 1850 until the Chil War there was a period of general 
progress and expansion in life insurance wdiich was interrupted 
only by the financial panic of 1857. Many of the companies 
in existence at the present time wtu’e organized during this 
period. Only one of these, the Equitable Idfe Assurance Society 
of the United States, need })e specially nKuitioned. The Equi¬ 
table W'as formed in 1859 as a stock company with a capital 
of $100,000. This com{)any, through vigorous methods and 
capable administration, rapidly became one of the leading com¬ 
panies in the country in volume of insurance written. The 
success of the Equitable was in large part responsible for the 
great impetus given to life insurance at the end of the first half 
of the nineteenth century. 

The Civil War. —Conditions immediately prior to the out¬ 
break of the Civil War w^re in many ways very favorable to 
the development of life insurance. The country had recently 
come through a financial panic and was entering on a period of 
expansion and general prosperity. There is little doubt that, 
quite apart from the effects of the war, a great development of 
life insurance would have commenced in the ^sixties. 

The immediate effect of the war w^as to arrest progress, and 
in the first year of the w^ar life insurance business was prac¬ 
tically stationary. Most of the companies w^ere situated in the 
North, and the position with regard to policyholders in the 
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southern states introdueed some probltuns. The policies of those 
who actively participated in the fighting were in most cases void 
by their terms, and considerable profits were made by the com¬ 
panies from forfeitures. Many disputes arose in connec^tion 
with the policies of those who did not actively participate in 
the fighting, and in the settlement of these disputo^s the courts 
took different views. ^ For non-eiK^my policyholders, some of 
the companies agreed to carry the risk of military servi(*e at an 
annual extra premium of 5 per cent, tbe extra premium being 
applicable either to existing policyholders or to new applicants, 
but many of the companies did not undertake this risk at all. 

The general rise in prices which followt'd the cutting off of 
supplies and the increased demand for commodities of all kinds 
resulted in a considerable expansion of trade, and, after the first 
effects of the war had ceased, the life insurance business shared 
in this expansion. The increase in the amount of insurance 
written at this time was, in fact, remarkable. During the last 
3 years of the war the rate of annual increase in the amount 
of life insurance in force was over 30 per cent. With the conclu¬ 
sion of the war the rate of increase became even greater, and for 
several years the business in force increased by over 50 per cent 
annually. The financial situation was such that high rates of 
interest were obtainable on investments—an important factor in 
enabling large dividends to be paid. 

Increase in Commission Rates. —^At the same time a highly 
important development of practice was taking place in the 
agency system. The remuneration payable to agents for secur¬ 
ing new business had increased from 5 per cent of the premium, 
which had been the customary rate, to 35, 40, or even 50 per 
cent of the first premium with, sometimes, renewal commissions 
in addition. This increased remuneration opened up a new and 
attractive field of business to a large class of persons and was 
possibly the chief factor in the rapid growth which had been 
described. 

While this development was, in some ways, a good thing, it 
has given rise to some serious difficulties. By making the 

1 See p. 500. 
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agent's remuneration depend cliiefly on the amount of new 
business obtained, the inducement to take an interest in renewal 
of existing business is lessened, and the danger of “twisting" is 
increascxi. Even more important is the question of financing 
new business when the total expenses of the first year may 
greatly exceed the loading, a difficulty which has required a 
reconsideration df the whole system of reserves. 

Period of Expansion : 1866 to 1870. —Prior to 1865, life insur¬ 
ance had been further popularized by a more general liberality 
in the terms of the policy and particularly by the introduction of 
non-forfeiture provisions. It is not surprising, therefore, that 
many new companies were formed in the period 1865 to 1870. 
About 30 were organized in the 3 years 1865 to 1867, and by 
1869 the total amount of insurance in force had increased tenfold 
as compared with 1860. The rapid increase in the number of 
companies and in the amount of business written was not an 
entirely healthy growth. The great increase in commission 
rates, for example, was but one feature of a general tendency to 
indulge in extravagant methods of production. The increased 
rew'^ards obtainable had attracited many whose business methods 
were open to criticism. The sale of life insurance was sometimes 
conducted on high-pressure lines, and the result was that many 
persons were disappointed with the results of their policies as 
compared with the promises of agents, so that the (confidence of 
the public was somewhat shaken. In addition, many of the 
new companies had been organized or conducted on unsound 
principles, and some of tlumi were soon in a precarious financial 
condition. 

Period of Depression: 1870 to 1880. —The effects of these 
influences were not long in appearing, and the succeeding decade 
was marked by the collapse of many of the companies which 
had been organized in the 'sixties. The great majority of the 
life insurance companies which were organized in the states of 
New York, Connecticut, and Massachusetts from 1860 to 1869 
passed out of existence before 1880. One of the companies 
organized during that period and which survived was the Metro¬ 
politan Life Insurance Company, now the largest life insurance 
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company in the world. In the state of New York 46 companies 
ceased to exist. Ten of these were able to meet their liabilities 
in full; four others were taken over by stronger companies; the 
remainder were total failures. The chief reason for the collapse 
of these companies was probably extravagance, particularly in 
regard to commissions. Inefficiency and gc'iieral ignorance of 
the business were also res])onsiblc. Dividends were paid which 
had not been earned. There was laxity in tlu^ selection of risks 
and ignorance of proper methods of premium and reserve calcu¬ 
lations, while in a few cases failure was due to dishonesty. 
Another and important factor whicli had a great deal to do with 
the general breakdown of so many of the young companies at 
this time was the sudden stiff(uiing of th(^ requirements of the 
state insurance authorities. Prior to this period many things 
had been permitted by the authorities whicdi enabled financially 
weak companies to make a sufBciently good showing. Doubtful 
assets had heo.n permitted to appear in balance sh(»ets, while 
certain improper practices enabled some companies to show an 
apparent strength which they did not possess. 
i^The in(5reased rigidity of reserve requirements contributed 
largely to the downfall of some of the smaller and weaker com¬ 
panies, while the gcuieral situation was aggravated l)y the financial 
depression which had now succeeded the expansion of the post¬ 
war years. Meanwhile, the business of the older and stronger 
companies had fallen off, the annual new business having dropped 
to about half of what it had been during the most favorable 
years. 

Introduction of Assessment Insurance. - These circumstances 
naturally shook the (confidence of the public in life insurance. 
Numerous failures of old-line’^ companies had led many people 
to doubt the advisability of risking their money on a plan where 
a considerable part of the premium paid was for benefits to be 
received far in the future. In addition, the wide propagation of 
the part-note system had encouraged the general idea that life 
insurance could be furnished at much lower premiums than were 
charged by the companies. The degree of illiberality which still 
existed in the general terms of life policies was a further cause of 
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dissatisfaction. Tlic (Mirnulative effect of these tilings was to 
create a demand for somci form of cheap iiisiirarice which would 
not involve the possibility of forfeiture, be(*ause of inability t-o 
continue payment of premiums, of sums beyond the actual 
cost of the insurance whi(*h had been furnished. A further reason 
for the general demand for cheaper lif(^ insurance was that the 
annual dividend system seemed likely to be abandoned by the 
regular companies in favor of tontine or deferred-dividend sys¬ 
tems. These systems had been introduced by the Equitable, 
which was as yet not in a position to pay annual dividends on a 
comiietitive basis, and the j)oj)ularity which such schemes had 
acquired, together with the considerable advantages they pos¬ 
sessed from the companies' jioint of vdew, had led to their general 
adoption. ^ 

All of these things created a situation wdiich was very favor¬ 
able to the introduction of th<‘ assessment plaTi of insurance 
which made its appearance at this time. The assessim^nt plan 
offered insurance at cost and without th(' necessity of reserve^ 
accumulations with resulting possibilities of forfeiture. The 
system appealed to thos(‘ who took th(^ view that if the com¬ 
panies failed, as s(Kuned to be a possibility in view of what had 
happened in recent years, there was no financial loss to the 
individual member. The assessment jilan originated with the 
fraternal orders, but during tlie ’eighties thousands of commercial 
assessment insurance societies were formed for the sole purpose 
of transacting life insurance business on this basis. The argu¬ 
ments used by these organizations were extremely plausible and 
were such as to appeal to those who had not the technical knowl¬ 
edge necessary to detect their defects.*-^ The commercial assess¬ 
ment associations were fonHloomed to failure, and thousands of 
them passed out of existence during the 'eighties and early 
'nineties. 

Developments to 1906. —The pruning-out process which had 
taken place among the level premium companies in the 'seventies 
and the temporary experiment in assessment insurance resulted 

1 See Chap. VIII. 

® See Chap. I. 
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eventually in a healthier condition of level premium life insur¬ 
ance companies generally. During the last 20 years of the 
century the rapid growth which had been interrupted was 
resumed and greatly extended. The rapid development of level 
premium life insurance during these years was due in large 
measure to the development of the agency system. The tontine 
and deferred-dividend plans had also become widely popular 
through the prospect which they held out of large gains for 
surviving policyholders, while the continual increase of liberality 
in policy conditions and the development of new and attractive 
schemes of life insurance were also factors. 

By the end of the nineteenth century the business had grown 
to an extent which was, and still is, unequaled in any other 
country. Several of the larger companies in New York had 
become financial institutions of the first magnitude. They were 
recognized as factors in the general financial situation because 
of their enormous funds and the consequent influence which they 
wielded in financial matters generally. While the great increase 
in size was probably, in itself, a good thing, it was unfortunately 
liccompanied in some instancies by (extravagance and abuse 
of power. During the early years of the twentieth century 
there was a continually increasing feeling that, quite apart 
from the enormous growth of some of the companies (which 
in itself was regarded by some as a dangerous featun^), the 
general condition and management of the large companies were 
not all that they should be. This feeling finally culminated 
in 1905 in a demand for legislative inquiry into the business 
of life insurance companies in the state of New York. The 
effects of this investigation were felt over the whole country 
and, in fact, over the whole world. Its importance as a land¬ 
mark in life insurance history in America warrants a somewhat 
detailed consideration. 

The Armstrong Investigation.^ —^The objects of the investiga¬ 
tion, which took place in New York from Sept. 6 to Dec. 30, 

^ Sometimes referred to as the Hughes Investigation.*' Charles Evans 
Hughes (now Chief Justice of the U. S. Supreme Court) was examining 
counsel for the committee. 



HTSTORICAL DEVELOPMENT OF LIFE INSURANCE 533 


1905, under the chaii'inanship of Senator Armstrong, are clearly 
set forth in the resolution appointing the committee, which 
reads as follows: 

To investigate and examine into the business affairs of life insur¬ 
ance companies doing })usincss in the State of New York, with reference 
to the investments of said companies, the relation of the officers thereof 
to such investments, the relation of such companies to subsidiary cor¬ 
porations, the government and control of said companies, the contractual 
relations of said companies to their policy-holders, the cost of life insur¬ 
ance, the expenses of said companies, and any other phase of the life 
insurance business deemed by the Committee to be proper, for the pur¬ 
pose of drafting and reporting to the next session of the Legislature 
such a revision of the laws regulating and relating to life insuraiuje in 
this state as said Committee may deem pro]>er. 

There was little qiu'stioii as to the necessity for such an 
investigation. As one writer has expressed it, ^Svhether the 
(‘ompanios were solvcuit and whether their affairs had been mis¬ 
managed and their funds squandered were questions of vital 
coiK’orn, not only to lh(*ir millions of policyhold(U*s, but to all 
men of affairs, in this country at least, whose interests might be 
affect(?d by an investigation of sutdi financial matters.”* 

The testimony which was taken during the investigation 
r('veal('d the existence of a stat(» of affairs in some of the com¬ 
panies wdiich called for drastic* measures of reform. The testi¬ 
mony may be reviewed briefly under the three heads of (1) 
government and control, (2) investments, and (3) expenses and 
the cost of insurance. In what follows it is to be remembered 
that not all of the conditions referred to wore found to exist in all 
of the companies. Some of the companies were entirely or 
practically free from any grounds of criticism. 

Government and Control .—It was found that, in general, the 
directors or trustees of the companies did not exercise, in any 
real sense, a proper control over the management of the business. 
Where committees of directors had been formed to super\dse the 
various departments of the business they usually merely carried 
into effect, without examination or criticism, the proposals of 

^ Henderson, G. A.: ‘^History of the Insurance Investigation. 
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the oflSicers of the companies. In the words of the report with 
reference to one of the largest companies, ‘'The Committee on 
Agencies did not supervise the most important of the agency 
contracts. The Committee on Expenditures permitted large 
disbursements without proper vouchers and the Auditing Com¬ 
mittee failed properly to audit the c-ompany^s accounts.^^ An 
exception to this criticism was that the committee in charge of 
investments in each company took an active interest in the 
matters coming within its jurisdiction, in which individual 
members of the committees frequently had a j)ersonal interest. 

The policyholders had no real voice in the management of 
the companies. In the stock companies this was not to be 
expected, and there was no theoretical objection to majority 
stockholders holding the principal executive positions and thus 
exercising the active (control to which they were entitled by 
ownership. In mutual companies, where the policyholders 
theoretically exercised control of their own funds, their control¬ 
ling power had practically been eliminated through the proxy 
system, 

J'he recommendations of the committee arising out of this 
st^te of affairs included proposals for measures leading, in the 
case of mutual companies, to a more active and a more effective 
control of the business by policyholders. These measures con¬ 
sisted chiefly of a new procedure for the election of directors 
and the strict regulation of the proxy system under which proxies 
are now good for one election only. The possibility of granting 
policyholders of stock companies the right to vote for directors 
was considered, but there was no legal way by which that could 
be done. The only measure proposed with the object of giving 
policyholders of stock companies a share in management was 
the suggested facilitation of the conversion of stock companies 
into mutual companies through purchase of the stock by the 
policyholders. Since the investigation several of the largest 
stock companies in the country have been mutualized. 

Investments ,—^A great deal of testimony was taken bearing on 
improper or irregular practices which were found to exist in the 
financial operations of certain of the companies. Real estate had, 
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by various methods of evasion, been held indefinitely in violation 
of the law. Expensive and unnecessary buildings were owned 
and maintained at an extravagant rate of expense, the yield 
on such investments being artificially increased by the applica¬ 
tion of profits made in other directions to reduce the book 
values, such profits being eliminated from the companies^ pub¬ 
lished accounts. 

Some of the companies, through ownership of the stock of 
banks and trust companies, had practically entered into the 
banking business and, in some cases, other types of business. 
The relations which the companies bore to subsidiary corpora¬ 
tions in which they were interested, or which they controlled, 
were frequently such as to curtail seriously their freedom of 
action in certain respects. Thus, the larger companies each 
maintained large and inactive balances in some 20 or more 
diffenuit banks and trust companies in which they were inter¬ 
ested. These bank balances, which were grossly excessive in 
amount and which apparently were often not available for with¬ 
drawal at will, represented a considerable percentage of the total 
assets. They Avere responsible for a substantial reduction in the 
rat(' of interest earned by the companies, and consequently in 
the dividends payable to policyholders. On the other hand, the 
companies shared in the large profits made by these banks partly 
because of the funds so dcj)Osited. One evil of excessive stock 
ownership was that the companies thus became vitally interested 
in many legislative and other activities far removed from the field 
of life insurance. This in turn led to organized efforts to control 
legislation, a practice which was severely criticized by the 
committee. 

Considerable criticism was also directed against the com¬ 
panies because of their participation in syndicate operations in 
financing bond issues of commercial corporations. The com¬ 
panies concerned maintained that these operations had, as a 
matter of fact, resulted in large profits. While this was doubtless 
true, such profits had not usually been distributed among the 
policyholders but had been used to cover up losses and excessive 
expenditures, particularly those incurred in the pursuit of new 
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business on extravagant terms. The report of the committee 
pointed out that the companies were not incorporated to make 
money by speculation but were chartered to furnish life insurance. 
There may, however, be some difference of opinion as to the 
propriety of a large investor such as a life insurance company 
participating in the underwriting of new issuers of bonds. Where 
the bonds underwritten arc of such amount and character as 
the company would be prepared to take as an investment at the 
market price it might seem that the practice is not necessarily 
objectionable. 

The chief recomnKUidations of the committee with regard to 
financial matters were that investment in stocks should be pro¬ 
hibited and that existing holdings of stocks sliould be disposed 
of within a limited period; that all syndi(*.ate participations or 
transactions for purchase or sale on joint account, or agreements 
to withhold securities from sale, be prohibited; and that officers 
and directors should be prohibited from any personal interest in 
any capacity in the finamdal transactions of the companies. 

In 1928 by an amendment to the New York insurance law 
lif(^insurance companies in that state wf^re permitted thereafter 
to invest in preferred and guaranteed ordinary stocks und(T 
certain conditions and limitations.' 

Expenses and the Cost of Insurance, —h]xtravagance had become 
common. Much w^as made of this aspect of the investigation, 
particularly in the public press because of its news value, but 
compared with the practices which have already been explained, 
the effects of extravagant methods of conducting the business, 
except in regard to the payments of ex(;essive commissions for 
new insurance, were of little importance. The large sums paid 
to officers in salaries and the amounts expended in miscellaneous 
extravagance were far beyond the sums which were necessary or 
sufficient for the proper conduct of the business, but the total 
amounts involved were small when compared with the total 
income and disbursements of the companies and really had little 
influence on the cost of insurance. The commissions payable 
on new policies, however, were costing the policyholders sums 

1 See Chap. XTI. 
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niurii in excess of what was proper or necessary. Commission 
rates had l)een p^radually increased until it had become? a not 
uncommon thing to pay in commission alone practically the 
whole of the first year’s pnmiium. The compani(?s attempted 
to justify these large expemditures for (*ommission on the plea 
that they wore reiider(?d necessary by competition. This raised 
the question whether an indefinite increase in the size of the 
companies b(?nefit(?d tin? poli(*yholders generally, and a good deal 
of expert testimony was taken on the question of the advisability 
of limiting new busiruiss. 

Another ty])e of (‘xpe^nse, wdiich in itself was not of such 
magnitude as seriously to affect the interests of individual 
policyholders but which was open to serious criticasm on other 
grounds, was ^Megal expenses.’^ Although considerable difficulty 
was experienced by the committee in obtaining testimony 
on this subject because? of the absence of essential witnesses, 
it was sufficiently clear that very large sums had been spent in 
efforts to influ(?nce the legislatures of the different states not only 
in matters directly affecting the business of life insurance but in 
many other matt(‘rs in which the companies had become inter¬ 
ested because of their large stock holdings. It had become the 
]:)ractic-e in some cases to permit exi)enditures for such purposes 
without recpiiriiig vouchers or accounting, very large sums 
frecpiently being disbursed in this way without any record of 
the exact purpose for wiiich the money had been spent. Such 
(^x])enses are unfortunately still necessary, but prior to the 
investigation the secrecy which surrounded them and the magni¬ 
tude of the sums involved aroused strong suspicions that much 
of this expenditure was improper. 

"J'he committee\s recommendations bearing on expeiLses and 
the cost of insurance^ included a limitation on the amount which 
could be spent in securing newr business as well as a limitation on 
total expenses and a limitation on the amount of new busi¬ 
ness itself.^ The question of legal expense was dealt with by 
recommending that a detailed statement of all regular legal 
expenses and a further statement of expenses in connection with 

1 See Chap. XIII for details as to limitation of expenses. 
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legislativo matters be included as part of th(^ companies^ annual 
statement. 

Dividends .—During the course of the investigation a great 
deal of time was spent in discussing methods of dividend allot¬ 
ment. The committee fortunately did not attempt to establish 
any standard system of dividend cahnilation. It recommended, 
however, the prohibition of the dc^ferred-dividend system because 
of the facilities for extravagance which that system had pro¬ 
vided. It had been clearly shown that one of the chief reasons 
that the writing of very large amounts of new business at exces¬ 
sive cost had been possible was the possession of deferred-divi¬ 
dend funds for which no specific liability was assumed but 
which were considered as ^^surplus.^' The committee rightly 
pointed out that, in the absence of any proper system of 
accounting for deferred-dividend accumulations, the interests of 
the deferred-dividend policyholders were insecure. While the 
remedy for this might have appeared to be the establishment 
of a proper system of accounting, the committee chose rather 
to recommend the entire prohibition of the system. 

JVith unimportant modifications, practically all of the recom¬ 
mendations of the Armstrong Committee were carried into effect 
in the New York insurance law of 1906. That law established 
in many respects a standard code for state laws affecting life 
insurance companies, and many of its provisions have been copied 
by other states. This result has bc^en due largely to the recom¬ 
mendations of the Committee on Uniform Legislation, which was 
appointed at a conference of governors, attorneys general, and 
insurance commissioners at Chicago on Feb. 1, 1906 (the ‘‘Com¬ 
mittee of Fifteen 

The majority of the provisions of the New York insurance 
law of 1906 were good. Some of them were too drastic, and 
some were defective in other ways. For example, the prohibition 
of all investments in stocks was unnecessarily severe and has 
now been modified. The prohibition of the deferred-dividend 
system was also probably unnecessary, especially in view of the 
difficulties which arise because of the incidence of expenses under 
modem conditions. Again, the minimum reserve laws and the 
requirements for the organization of mutual companies have not 
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justified the beliefs of the committee and have not worked well 
in practice. The modified-preliminary-term basis (Illinois 
standard) for reserves has since been legalized in New York 
largely because of the inadequacy of the select and ultimate 
method in meeting the practical circumstances of new companies. 
The limitation of new business was, we believe, an error, and that 
section of the law has been subject to more or less continuous 
criticism and alteration ever since its passage and has virtually 
been a dead letter. At the present time the Superintendent of 
Insurance of the state of New York has power, in certain circum¬ 
stances, to waive the provisions of the law relating to the limita¬ 
tion of new business.^ 

Since the Armstrong investigation only a very few new com- 
})anies have been organized in the eastern states, because of the 
practical difficulties which have already been described. In other 
parts of the country many have been organized. Some of these 
were organized by promoters for what could be made out of them 
and have already passed out of existence, being mostly reinsured 
by other companies. 

While the immediate^ effect of the investigation was to cause 
a reduction in the amount of new insurance written, confidence 
was soon restored, and for a long period of years there was a 
steady increase in the annual amount of new life insurance. 
This was due partly to a greater number of companies in oper¬ 
ation, partly to the increased confidence of the public in the 
administration of the business under stricter laws and more 
effective state supervision, partly to a long period of prosperity, 
and partly to developments in the business itself, such as improve¬ 
ment in agency methods, in the more efficient selection and 
education of agents, and the introduction of new forms of insur¬ 
ance including disability benefits, double indemnity and group 
insurance. Another factor has been the increased use of life 
insurance for business purposes and for making provision for 
inheritance taxes. 

Effects of the World War, —^The direct effects of the World 
War, great as they were in many directions, were comparatively 
unimportant in relation to life insurance. Most of those who 

^ 8ec New York Insurance Law, Sec. 96. 
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actively participated in the risks of warfare were young men 
who either did not carry life insurance with the regular com¬ 
panies or who were insured for small sums. At the outbreak 
of the war most of the compani(\s had been issuing policies which 
were free from all restrictions on military or naval service, but 
it became necessary at that time to eliminate the risk of warfare 
in so far as new policies were concerned unless a suitable extra 
premium was paid. When the war was over it was found by 
many of the companies that the cost of claims attributable to 
war s(irvi(‘e was so slight that in some cases the whole of the 
extra premium which had been collected was refunded. A few 
of the companies had been operating in Kuroix^ for some yc^ars 
before the war. The proportion of th(‘ir busiiu'ss, however, 
which was on the lives of citizens of European countries resident 
there, was small and (consisted largely of policies on the lives of 
persons beyond military ag(‘, so that th(‘ eff(‘ct of the war, even 
in the case of those com])anies, was not important. Since the 
war the few American compani(\s which transacted business in 
Europe have discontinued the issue of new business there 
be^Bause of unsatisfactory (conditions in regard to currency 
depreciation and taxation following llie war and, also, because 
for some years (prior to 1930) the full amount of new business 
permissible under the limitations of the New York law could be 
obtained in the United States and Canada. 

United States Government Life Insurance. —In October, 
1917, shortly after the entry of the United States into the World 
War, the Government established a plan of insurance for soldiers 
and sailors which was administered by the Bureau of War Risk 
Insurance. Policies were issued upon application in amounts 
of from $1,000 to $10,000 on the yearly-rcnewable-term plan. 
The premium rates charged were the net premiums by the 
American Experience Table with 3)^^% interest. It was con¬ 
templated that the expenses of operation, together with the cost 
of the extra hazard due to military or naval service, would be 
paid by the Government through general taxation. The original 
policies provided for conversion to a permanent plan within five 
years from the termination of the war. The last date for con- 



HJSTOHJCAL DEVELOPMENT OF LIFE INSURANCE 541 


version was March 3, 1926, but this date was extended to July 
2, 1927. The amount of insurance issued by the Bureau reached 
a total of over forty billion dollars, but when the war terminated 
a large proportion of tlui insurance issued was lapsed. A con¬ 
siderable volume of the converted insurance, however, is still 
in force. 

In 1924 the World War Veterans Act consolidated, revised, and 
reenacted the laws affecting the administration of war risk 
insurance. All life insurance issued by the Government is 
now administered by the Veterans^ Administration as the 
United States Government Life Insurance Fund. Government 
life insurance issued by th(‘ Veterans^ Administration is available, 
in general, to the active military and naval forces of the Govern¬ 
ment, including the Coast Guard, Nursing Corps, and other units, 
but not the National Guard or State Militia while not in active 
service. 

Government lif(^ insurance policies issued by the Veterans' 
Administration are payable upon maturity in instalments at the 
rate of $5.75 per month for 20 years for each $1,000 of face 
amount. In event of total and permanent disability the policies 
mature for th(^ same instalment benefit which is, in that case, 
payable for life. An additional temporary total disability benefit 
ceasing at age 65 may be obtained by the payment of an addi¬ 
tional premium. The amount of this benefit is the same, $5.75 
per month, and is payable in event of total disability lasting four 
months. The benefit payable in event of total and permanent 
disability is automatically a part, of all policies issued and any 
excess cost is paid for out of the regular premium. 

The total amount of insurance in the Government Life Insur¬ 
ance Fund at the present time is over two and a half billion 
dollars. The assets amount to about one billion dollars invested 
largely in special treasury bonds, other bonds, policy loans, and 
loans on adjusted service certificates. 

The Influenza Epidemic. —The influenza epidemic which 
commenced in the fall of 1918 was a very much more serious 
matter to the life insurance companies than the war. The 
epidemic, which was world-wide, probably accounted for more 
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than 10 million deaths. In the United States the number of 
deaths directly attributable to the epidemic was approximately 
450,000, The effect on life insurance was greatly increased by 
the fact that death claims were mostly among tiie younger policy¬ 
holders whose policies had been only a short time in force. The 
epidemic affected all classes of the population and caused an 
increase in the companies' mortality ratios (proportion of actual 
death losses to those ‘^expected" according to the mortality 
table) of from 50 to over 100 per cent. The smaller and more 
recently organized companies, whose policyholders were mostly 
persons at the lower ages, were most severely affected, many of 
them experiencing an increase in mortality ratio of considerably 
over 100 per cent. All of the companies, even the oldest and 
strongest, were so seriously affected that there was an almost 
universal decrease in dividends in the year following the epidemic. 
While the influenza epidemic demonstrated the great strength 
of the insurance companies it was also a demonstration of the 
necessity for adequate contingency funds. It was thus a 
valuable lesson for those who were inclined to criticize the 
coil^panies for accumulating large surplus funds. 

Post-war Period, 1919-1929. —The period from 1919 to 1929 
is already regarded as a ^'golden age" during which all conditions 
affecting the life insurance business were good and kept getting 
better. It is true there was a minor depression in 1921 which 
caused new business to fall off by about 10 per cent, but it was 
soon over and was not enough to interrupt the steady increase 
in total insurance in force and in assets. 

From the table on page 543 it will be seen that during this 
period the annual new insurance paid for doubled, while total 
insurance in force and admitted assets almost tripled. In 1929 
the total insurance in force reached the first 100 billion" and, 
for a brief period, seemed to be well on its way to a second 
hundred. 

There were several reasons for these phenomenal increases. 
Chief among them was, of course, the fact that during most of 
this time the country was enjoying the greatest period of economic 
and commercial prosperity that it had ever experienced. The 
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normal increase in business which would, in any case, have 
resulted from the generally favorable conditions was, however, 
enhanced by other factors. Among these were the rapid develop- 

Insurance and Assets 

All Legal Reserve Life Insurance Companies 
(Figures 1919-1937 from Life Insurance Year Books of the Spectator Co., 
Figures for 1938 h^stinuitcd by the Association of Life Insurance Presidents) 

(In Billions) 


Y ear 

' ‘ ' .. 

N(^w insurance* 

Insurance in force* 

Admitted assets 

paid for 

Dec. 31 

Dec. 31 

1919 

S 8.3 

$ 35.9 

$ 6.8 

1920 

10.1 1 

42.3 

7.3 

1921 

8.7 

46.0 

7.9 

1922 

9.8 

50.3 

8.7 

1923 

12.1 

56.8 

9.5 

1924 

13.2 , 

63.8 

10.4 

1925 

15.5 

71.7 

11.5 

1926 

16.5 

79.0 

12.9 

1927 

17.1 

87.0 

14.4 

1928 

18.7 

95.2 

16.0 

1929 

19.3 

103.1 

17.5 

1930 

19.0 

107.9 

18.9 

1 

1931 

17.2 

108.9 

20.2 

1932 

14.5 

103.2 

20.8 

1933 

13.8 

98.0 

20.9 

1934 

14.3 

98.5 

21.8 

1935 

14.1 

100.7 

23.2 

1936 

14.3 

104.7 

24.9 

1937 

14.8 

109.6 

i 26.2 

1938 

11.8 

110.3 

27.7 


’ Ordinary, group, and industrial. 


ment of group insurance and the “special benefits,” i.e., disa¬ 
bility benefits and double indemnity. There was a marked 
increase in the need for, and use of, life insurance for business 
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purposes and for providing for inheritance taxes, so that policies 
for large amounts became common. In addition, the fact that, 
during the war, every soldier and sailor had the opportunity of 
taking $10,000 of government life insurance had set a new 
standard as to the amount of life insurance which the average 
person should carry. Very favorable mortality experience, 
especially in the latter part of the period, combined with an 
interest rate augumented by increased investment in mortgages, 
enabled most participating companies to increase dividends to a 
point where the net cost of lif(^ insurance reached a record low. 

Undoubtedly some of the growth of this ])eriod was forced 
and unhealthy. There was a good deal of high-pressure sales¬ 
manship and overinsurance and, in fact, of over})iir(diasing of 
insurance by those' whose ))iirchases were' being financed tempo¬ 
rarily by the easy gains of the stock market. While these 
unsound developments affected, perhaj)s, only a small i)art of 
the total, it was iiK'vitable that conditions would, sooner or later, 
become less favorable. It could not, however, thciii have been 
foreseen that the whole machinery would be thrown suddenly 
int^ reverse and that within the short space of a year or two 
practically every aspect of the situation would have changed. 
That is, however, what happened. 

The Depression. —The chief effects of the depression which 
was ushered in by a spectacular crash of values in the stock 
market in the fall of 1929 were not felt by the life insurance 
companies immediately. Most of the companies had little or 
no investment in stocks. Many of the large companies, being 
incorporated in the state of New York, were prohibited, under 
the law, from owning common stocks, and their investment 
in preferred stocks was small and, in general, limited to the very 
best issues. The law which prohibited investment in common 
stocks was thus justified although at the time it was enacted 
the reasons advanced for it did not include the possibility of 
serious losses through a collapse of values. The other conse¬ 
quences which were to follow did not at first appear, and after 
a year of the depression the companies could show at the end of 
1930 an increase of nearly 5 billions in insurance in force and an 
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increase of a billion and a half in assets with only a slight reduc¬ 
tion in new insurance. 

In 1931 and 1932 there were sharp decreases in the amount of 
new insurance paid for. Terminations by surrender and lapse 
greatly increased, and, for the first time in a generation, the total 
insurance in force had, in 1932, begun to drop—a drop which, by 
the end of that year, amounted to 6 billion dollars. At the same 
time the companies began to feel the effects of the depression in 
reduced surplus earnings. Surplus was substantially reduced 
by the reduction in value of non-amortizable securities in spite 
of the use of artificial ^‘convention values.^' The rate of interest 
had commenced to fall. The mortality rate had increased. A 
marked feature of this increase was the number of suicides, which 
rose to 30 per cent above normal. Much of this excess mortality 
was on policies of large amount. In addition, disability claims 
and loss(\s had increased to vsuch an extent that practically all 
companies had either abandoned the disability-income coverage 
or radically altered its terms. These unfavorable elements 
led to many reductions in dividends, which in most cases were 
the first reductions to be made in 10 years or more. The rates 
for non-participating policies were also generally increased. 

The climax of the depression, so far, at least, as its effect on 
insurance written and in force was concerned, was reached in 
1933. During that year the unfavorable influences already 
mentioned increased in intensity. New business decreased to 
its lowest point in 10 years, while lapses and surrenders were 
abnormally high, with the result that total insurance again 
decreased, falling below the 100 billion mark reached in 1929. 
Owing to unfavorable conditions throughout the country defaults 
in the payment of mortgage interest increased, and a con¬ 
siderable amount of real estate had to be taken in foreclosure, 
while the number of securities defaulted or in receivership also 
increased. Although the aggregate amounts involved in such 
defaults have been large they have at no time represented a large 
percentage of the total mortgages or securities held and are 
a small percentage of the total assets of the companies. Because 
of the margins between valuation and amount loaned it is prob- 
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able that the greater part of the real estate so acquired by 
foreclosure will eventually be disposed of with little or no loss. 
In the case of bonds the companies have, in general, purchased 
only those secured by first lien on real property so that the 
extent of loss will, in most cases also be relatively small. 

Moratorium on Cash and Loan Values .—On Mar. 6, 1933, 2 days 
after his inauguration. President Roosevelt, acting under the 
emergency powers granted to him by Congress, had temi)orarily 
closed all banks. During this brief “ bank holiday of a few days 
no payments of any kind could be made by check. All regular 
contract payments were thus necessarily suspended but were 
immediately resumed when the bank holiday ended. A consid¬ 
erable number of banks remained closed, while savings banks 
continued to limit the free withdrawal of deposits. There had, in 
the meantime, been a tremendous increase in the demand for 
loans and surrender values to be paid presumably as soon as the 
banks opened again. The closing of the banks had caused many 
people to feel that their money was safe nowhere except in their 
own possession, and in cash, and they were determined to get 
poifsession of it as soon as possible. It soon became evident that a 
psychological situation had been created which, if not dealt with, 
would, as soon as the banks opened and payments could be made, 
cause a run on the insurance companies which might develop 
serious proportions. Insurance companies are not banks. 
Their assets are not invested as are the assets of banks, and such 
a run would have necessitated sales of securities on a scale which 
would have been disastrous to all concerned, and which would 
have endangered not only the solvency of the life insurance 
companies but the whole financial structure of the country. 

The greater part of the cash demanded was not required for 
any special need. Much of it was wanted simply in order to 
hoard it against any further restrictions on the free right of with¬ 
drawal. In these circumstances drastic measures were necessary 
for the protection of all. On Mar. 9, 1933 the Superintendent of 
Insurance of the State of New York issued an order prohibiting 
all companies doing business in that state from making loans or 
paying cash values except to the extent of $100 in cases of 
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extreme need. This order was immediately followed by similar 
orders in certain other states. In still other states, however, 
the authorities made no rulings but, on the contrary, denied the 
right of any state to place any restrictions on contract payments 
so far as policyholders in their states were concerned. There 
was thus, at first, great confusion and doubt as to what, if any, 
payments of cash values and loans could or must be made, and 
it took about a month before even approximate uniformity was 
arrived at by a partial agreement of the insurance commissioners. 
By the end of April the majority of the staters had established a 
more or less uniform and liberalized set of rules which permitted 
unrestricted withdrawals for certain specified purposes only, 
these covering such needs as food, rent, mortgage interest or 
principal payment, hosintal and medical expenses, funeral 
(‘xpenscs, payrolls, and insurance premiums. Some states 
retained the original severe limitations while a few states had 
already removed all restrictions. By this time it was generally 
established that payments could be made in accordance with the 
rulers of the state of residence so that states which removed 
restrictions obtained for their own residents an advantage over 
those of other states. This fact and the gradual recovery from 
panic psychology led to gradual modifications in the restrictive 
regulations, and after a few months all restrictions were.removed 
without causing any noticeable increase in the demand for 
cash. 

There are two things in connection with the moratorium which 
require emphasis: (1) It was in no way a sign of weakness on the 
part of the companies but was purely a protective measure for 
the benefit of all policyholders which was necessary to prevent 
the destruction of values by the selfish or foolish behavior of some 
of them; (2) except for the few days during which all the banks 
were closed there was never any suspension or delay in contract 
payments due and payable, such as death claims, matured endow¬ 
ments, annuities, disability benefits, and amounts definitely 
payable under supplementary contracts. Moreover there was 
never any complete cessation of other payments. At first small 
amounts were allowed for cases of need, and later the restrictions 
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were liberalized to the point where in most cases there was 
virtually no limitation. 

A serious legal question existed, of course, as to the right of 
the state authorities to issue or enforce orders suspending con¬ 
tract provisions. Some of the companies had the right to delay 
such payments for 3 or 6 months under the terms of their policies, 
but many had not. As a result of this situation many companies 
have recently added a delay clause in all their policy contracts or, 
in some cases, have reserved the right to pay cash values in 
instalments. The justification for the action of the states was 
that an emergency existed and could be dealt with as necessary 
under police powers. 

Mortgage Moratoria ,—In April, 1933, Minnesota enacted a 
Mortgage Moratorium Law which provides that, during the 
emergency declared to exist, mortgage foreclosure sales may be 
postponed and periods of redemption extended. The validity 
of this law has been upheld by the Supreme Court of the United 
States.^ Several other states have enacted laws providing in 
various ways for relief of mortgagors. Some of these laws have 
be^ declared unconstitutional. Such laws relieving borrowers 
of meir contract obligations and assisting debtors at the expense 
of creditors have had, of course, a very considerable effe(‘t in 
increasing the investment problems of the companies. 

In 1934 the Congress of the United States passed an amend¬ 
ment to the Bankruptcy Act (the “Frazier-Lemke amendment 
providing for a 5-year moratorium on mortgage repayments for 
distressed farmers. The amendment included provision for a 
revaluation of the property mortgaged giving the mortgagor 
the right of repurchase at the reduced valuation on an installment 
basis, with interest meantime at a very low rate. The Supreme 
Court of the United States in May of 1935 decided that this 
amendment was unconstitutional. 

In August of 1935 Congress passed a further amendment to the 
Bankruptcy Act (the new Frazier-Lemke amendment) following 
the same general lines of the prior amendment but providing for a 
3-year moratorium instead of the previous 5-year moratorium, 

1 Home Building and Loan Association vs. BlaisdeUf 290 U. S., 398. 
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and giving to both the mortgagor and mortgagee the right to 
have the mortgaged property appraised for the purpose of repur¬ 
chase by the mortgagor at the end of the moratorium. This 
new amendment also preserved to the mortgagee the right to 
insist upon a judicial sale subject to redemption by the mortgagor 
within ninety days from the sale. The Supreme Court of the 
United States has held this amendment constitutional.^ 

Receiverships .—In view of the exceedingly unfavorable condi¬ 
tions, it was to be expected that some of the weaker and more 
poorly managed companies would find themselves in financial 
difficulties. The actual record was, however, extraordinarily 
good. Out of about 350 companies, about 20 were placed in the; 
hands of receivers. Of these none was in the first rank as to size, 
and only one could be considered a large company. The insur¬ 
ance involved amounted to only a little over 1 percent of the total 
insuran(;e in force in all companie\s. This record of strength 
and safety under the most adverse conditions is probably 
unequaled by any otlu'r business or industry. 

The business of the companies which went into receivership 
was reinsured by other solvent companies under agreements 
which, in general, provide for payment of death claims in full 
(at least for a period of years) but with provision for deductions— 
corresponding to the extent of deficiency—in event of surrender. 
These liens will, in most cases, gradually be reduced as surplus 
earnings are again accumulated. The actual loss to policyholders 
is thus likely to be very small. 

The reason for failure was, in most cases, unwise investments 
and particularly an insufficient degree of diversification. This is 
a fault which is likely to be found only in companies of the small¬ 
est size. No company which has adhered to elementary and 
fundamental principles of investment has been involv(;d in any 
financial difficulty. 

R. F. C. Loans .—^Life insurance companies were included among 
the classes of corporations which could borrow money from the 
Reconstruction Finance Corporation. The fact that some of 
them did so has been viewed in some quarters as a sign of weak- 

^ Wright vs. VirUon Branch of Mountain Trust Bank^ 300 U. S. 440- 
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ness and a reason for criticism. Such a view is quite unjustified. 
No loans were made except on adequate collateral security, and 
the only purpose of making loans w'as to protect policyholders 
against losses which would have been incurred through sale of 
securities at an unfavorable time. None of the principal com¬ 
panies found it necessary to borrow money from the Corporation. 
The total amount loaned to life insurance companies w^as less 
than one-half of 1 per (rent of the total assents, practically all of 
which has since been repaid. 

Inflation .—The possibility of inflation and its effect on life 
insurance were very much in the minds of j)olicyholders during 
the depre^ssion period. Two kinds of inflation are possible: 
(1) inflation causc'd by a reduction in the gold content of the 
dollar and (2) inflation caused by the more or less unrestricted 
issue of unconv(rrtible paper money. 

Inflation of the first type occurred when, in January, 1934, 
the President, exercising the power given to him by Congress, 
issued a proclamation inducing the gold content of the dollar to 
approximatc'ly 60 per cent of its former amount. The object 
o^this step was to increase pric(‘s and thus to reduce the purchas¬ 
ing power of money. 

Life insurance contracts are in dollars, and the assets of the 
companies are, except to a very small extent, securities which 
are payable in dollars. The financial condition of the companies, 
therefore, would not be affect(‘d by a reduction in the value of 
the dollar since both assets and liabilities would be affected in 
the same way. They would, however, be affected by the conse¬ 
quent increase in the cost of conducting the business. On the 
other hand, it would presumably be easier to clear up defaults 
and to dispose of foreclosed real estate. Policyholders would 
suffer from the reduced purchasing power of the proceeds of 
their insurance. It must, however, be remembered that the 
purchasing power of money has not been stable in the past and 
that much of the insurance outstanding has been paid for in 
dollars of relatively low value, so that no great injustice would, in 
general, result from a moderate devaluation, especially as future 
premiums would be paid on the new basis. In the case of annui- 
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ties purchased in times of high purchasing power the efft^ct is 
more unfortunai-e, but that is a risk which is inlierent in all 
forms of investment. 

Inflation through the unrestricted issue of unconvertible 
paper money, or from an extensive devaluation of the dollar, 
would be disastrous to the holders of life insurance policies 
(as well as to most other people). The practical effect would 
simply be to wipe out both assets and liabilities—since both 
securities and policies provide for payment in dollars, and 
dollars would soon cease to have any real value. Life insurance 
policyholders have, therefore, a special interest in opposing any 
proposals leading to material devaluation or to the issue of fiat 
money. 

Social Security Act .—The Social Security Act, which was 
(‘iiacted by Congress in August, 1935, sets u]), inter alio,, a plan of 
contributory old-age insurance applicable to a very large number 
of employed persons. On the present basis the benefits provided 
under the Act are in the form of monthly pensions commencing 
at 65, which range from a minimum of $10 monthly to a maxi¬ 
mum of $85 monthly. The maximum is however payable 
only where taxes have been paid on a salary of $3,000 per annum 
(the full amount on which taxes in most cases arc payable) 
for a period of forty-five years, so that very few persons will 
ciualify for the maximum. In fact, for many years to c^ome the 
maximum pensions which will be payable under the Act will be 
very much less than the final maximum. In the event of the 
death before attaining age 65 of a person covered under this 
section of the Act, there is a death bemefit amounting to 3}^ 
per cent of the total wages or salary in respect of which taxes 
have been paid, less any pension payments. 

It might be supposed that the adoption of such a far-reaching 
scheme as this would have had a noticeable effect on the amount 
of insurance and annuity business transacted. However, the 
effect, if any, has been negligible—no doubt largely because of 
the comparatively small amounts of deferred annuities obtainable 
under the Federal plan. It may be, on the contrary, that the 
operation of the plan will act to some extent as an incentive 
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to the purchase of insurance and annuities which might not 
otherwise have been taken, in the same way that war risk insur¬ 
ance created a demand for larger amounts of insurance protection. 

In December, 1938, important extensions of the Social Security 
Act were recommended by the Social Security Board. These 
recommendations have been transmitted to Congress by the Pres¬ 
ident and if adopted would greatly extend the scope of the 
Act, not only as to the number of persons covered, but as to the 
character of the benefits. 

Recent Developments. —Since the end of 1933 and up to the 
close of 1938 there has been (1) a substantial improvement in 
the amounts of insurance issued and in force—with, in general, a 
resumption of the upward trend of business interrupted by the 
depression, and (2) an increase in the cost of insurance due to a 
rapid and drastic reduction in the rate of interest obtainable 
on the (dasses of investments suitable for life insurance funds. 

During the year 1934 there was a very material improvement 
in many respects in the general situation. New business showed 
an increase for the first time in 5 years, while terminations by 
lp,pse and surrender decreased with the result that the decline 
in the total insurance in force was stopped. 

An important factor in the increase in assets which has taken 
place since the depression has been the abnormally large demand 
for annuities. During the depression, purchases of annuities 
of all kinds had greatly increased, partly because of loss of con¬ 
fidence in other forms of investment and partly because of the 
higher 3deld obtainable. This demand has continued despite 
substantial increases in premium rates for annuities, rendered 
necessary by the falling interest rate and other adverse factors. 
Because of investment difficulties many companies have sought 
to limit the amount of annuity business but although the volume 
of new annuities has diminished somewhat it is still very large. 

The companies^ investment difficulties are, in large measure, 
due to the present policies of the government and the measures 
it has adopted in the effort to secure a return to prosperity. 
The competition of the federal government as a financing agency, 
particularly in the mortgage field, together with a fiscal policy 
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which has tended to discourage the expansion of business have 
resulted in a greatly decreased demand for private capital and, 
consequently, in the reduction of interest rates and the ac(;umula- 
tion by life insurance companies of abnormally large uninvested 
funds. The low rates of interest obtainable on new investments 
since the depression, accentuated by extensive refinancing 
of outstanding obligations at lower interest rates, and the effect 
of large idle balances have caused a rapid fall in the net rates of 
interest realized on total investments. 

The main problem of the companies today is the dearth of 
suitable investments and the serious reduction in the interest 
rate obtainable. Reduced interest rates have resulted in lower 
dividends and consequently in increased cost of life insurance, 
and also in a material reduction of income to beneficiaries and 
others holding supplementary contracts. It is impossible to 
say how long this situation will continue. In the meantime, 
interest earnings are still substantially in excess of the amounts 
needed to maintain reserves, and there is no cause for anxiety. 
However, lower interest bavses for reserves hav(' been adopted in 
many cases. It may be noted that it is not necessary for a life 
insurance company to earn interest on al/ its assets. A sub¬ 
stantial i^ercentage of tlu^ assets are held against non-interest- 
bearing liabilities. Moreover, the actual net rate required to 
be earned on reserves (for insurance policies, annuities, and 
supplementary contracts) is, in general, lower than the rates 
now being realized which, we may hope, have touched bottom. 
The situation, in fact, demonstrates the great strength and 
soundness of the companies and their ability to stand up under 
the most unfavorable conditions. The following extract from 
the annual report for the yc^ar 1885 of one of the largest American 
life insurance companies shows that the difficulties which exist 
today in the investment of funds have been experienced—and 
surmounted—bef ore. 

The financial conditions under which the business of 1885 was trans¬ 
acted were such as to test severely the soundness of the conservative 
policy of the Company. The financial disasters of the preceding year 
were followed by a decline of the spirit of enterprise and a loss of con- 
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fidence in the future, which continued and even increased for many 
months, and from which but a partial, though in some directions a 
rapid, recovery has even now been made. Vast accumulations of idle 
capital were formed; the demand for investments of unquestionable 
security was exaggered; and the rate of interest on these was so low 
that the profitable use of the funds of the Company involved proWems 
of unusual difficulty. ... It is not surprising, therefore, that some 
minds, prone to despondency in preparing for the future, despair of 
seeing the cumulative power of capital recover in any degree from its 
present disturbance, although, amid all fluctuations, that power has 
been substantially unimpaired from the dawn of civilization and is 
intimately connected with the development of the resources of the 
Nation. 

Looking back over the depression years and those which 
followed one cannot but be impressed by the fine xecord of life 
insurance as compared with other forms of investment or savings. 
This was commented on sometime ago in an editorial on savings 
in the Saturday Evening Post, as follows; 

... an immense volume of savings has been intrusted not to banks 
2t all but to life insurance companies and here the losses sustained by 
policyholders have been kept to a very low figure indeed, with none over 
the larger areas affecting many millions of policyholders. 

Another striking fact, taking life insurance as a whole, is that 
throughout and since the depression, in spite of reduced income 
and greatly increased claims and expenses and, for a time, an 
abnormal demand for cash surrender values amounting almost to 
a ^^run,'' all payments have been met from income, and assets 
have never decreased. 

The situation at present is not without its anxieties and 
difficulties, but the record of the past justifies the greatest 
degree of confidence in the future. Under capable management 
and adequate supervision the life insurance business has become 
one of the greatest economic structures the world has ever seen 
and gives promise of maintaining its position. 
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AN ACT TO INCORPORATE THE MUTUAL LIFE INSURANCE 
COMPANY OF NEW YORK 

Passed April 12, 1842, by a two-thirds vote 

The people of the State of New York reprefumted in Seruite and Assembly do 
enact as follows: 

1. William H. Aspinwall, Janios Brown, John W. Lenvitt, Elihu Town¬ 
send, James S. Wadsworth, Philip S. Van K(‘nss(Jaer, Gouverneur M, 
Wilkins, John V. L. Pruyn, Thonnus W. Olcott, Charles L. Livingston, 
Joseph Blunt, Jacob P. Giraud, John C. Crug(‘r, Alfrc'd Pell, David C, 
Golden, Jacob Harvey, Kobf^rt B. Minturn, Mortimer Livingston, Rufus 
L. Lord, Arthur Bronson, Henry Brevoort, Theodore Sedgwick, Stacy B, 
Collins, Robert C. Cornell, James J^oorman, James Campbell, William 
Moore, Morris Robinson, Zebedee Cook, Junior, Jonathan Miller, Fitz- 
Greene Halleck, John A. King, T. Romeyn lieck, Richard V. De Witt, 
Gid(?on Hawley, and James J. Bing, and all other persons who may hereafter 
associate with them in the manner hereinaftcT prescribed, shall be a body 
politic and corporate by the name of “The Mutual Life Insurance Company 
of New York.” 

2. In addition to the general powers and privileges of a corporation, as 
the same are declared by the third title of the eighteenth chapter of the 
first part of the Revised Statutes, the corporation hereby (treated shall 
have the power to insure their respc*ctive lives, and to make all and every 
insurance appertaining to or connected with life risks and to grant and 
purchase annuities. 

The real estate which it shall be lawful for t he said corporal ion to purchase, 
hold and convey, shall be 

1st. Such as shall Ix' requisite for its immediate accommodation in the 
convenient transaction of its business, or, 

2d. Such as shall have been mortgaged to it in good faith by way of 
security for loans previously contracted, or for moneys dins or 

3d. Such as shall have been conveyed to it in satisfaction of debts, pre¬ 
viously contracted in the course of its dealings, or 

4th. Such as shall have been purchased at sales upon judgments decrees 
or mortgages obtained or made for such debts;— 

The said corporation shall not purchase, hold or convey real estate in 
any other case or for any other purpose, and all such real estate as shall 
not be necessary for the accommodation of said company in the convenient 
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transaction of its business shall be sold and disposed of within six years 
after the said company shall have acquired title to the same, and it shall 
not be lawful for the said company to hold such real estate for a longer 
period than that above mentioned. 

3. All persons who shall luTeafter insure with the said corporation, and 
also their heirs, executors, administrators and assigns, continuing to be 
insured in said corporation as hereinafter provided, shall thereby become 
members thereof, during the period they shall remain insured by said 
corporation and no longer. 

4. All the corporate powers of the sjjid company shall be exercised by 
a board of trustees and such officers and agents as they may appoint. 
The board of trustees shall consist of thirty-six persons, all of whom must be 
citizens of this State. They shall elect a President annually, who shall 
be a member of this (jorporation and they shall have power to declare by 
by-laws, what number of trustees less than a majority of the whole but not 
less than nine shall be a quorum for the transaction of business. 

5. The persons named in the first section of this act shall constitute the 
first board of trustees. 

6. The trustees shall, at their first meeting, divide themselves by lot, 
into four classes of nine each. The term of the first class shall expire at 
the end of one year, the term of the second class shall expire at the end of 
two years, the term of the third class shall expire at th(i end of three years, 
the term of the fourth class shall expire at the end of four years, and so on 
Jfcccessively each and every year. The seats of these classes shall be 
supplied by the members of this corporation, a plurality of votes constituting 
a choice, but an insurance of at least one thousand dollars in amount shall 
be necessary to entitle any member to a vote. This section shall not be 
construed to prevent a trustee going out from being eligible to a nielection. 
The board of trustees may fill any vacancies in their number, occasioned by 
death, resignation, or removal from the State. The election of trustees 
shall be held on the first Monday of June in each year at such place in the 
city of New York as the board of trustees shall designate, of which they shall 
give at least fourteen days’ previous notice, in two of the public newspapers 
printed in the said city, and the board of trustees shall at the same time 
appoint three of the members of the said corporation, inspectors to preside 
at such election, and if any of the said inspeednrs decline or fail to attend, 
the trustees may appoint others to fill such vacancies. 

7. Every person who shall become a member of this corporation, by 
effecting insurance therein, shall the first time he effects insurance, and 
before he receives his policy, pay the rates that shall be fixed upon and 
determined by the trustees, and no premium so paid shall ever be with¬ 
drawn from the said company, except as hereinafter provided, but shall be 
liable to all the losses and expenses incurred by this company during the 
continuance of its charter. 
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8. The trustees may dctcrinine the rates of insurance and the sum to 
be insured. 

9. It shall be lawful for the said (corporation to invest the said premiums 
in the securiti(?s designated in the two following sections, and to sell, transfer 
and change the same, and reinvest the funds of said corporation when the 
trustees shall deem expedi(uit. 

10. The whole of the premiums r(^e(uv(?d for insurance by said corpora¬ 
tion, except as provided for in the following sections, shall be invested in 
bonds and mortgagees on uneiuninibered real estate within the State of 
K(nv York; the real property to secure such investments of capital shall, 
in ev(cry case be worth twice the amount loaned thereon. 

11. The trustcccs shall have power to invest a certain portion of the 
premiums received, not to exceed one half thereof in public stocks of the 
United 8tat(cs, or of this State or of any incorporated city in this State. 

12. Suits at law may be maintaimed by said corporation against any of 
its members, for any cause relating to the husinccss of said (corporation, 
also suits at law may be proHe(cuted and maintained by any member against 
said corporation for losses })y death, if payment is withheld more than three 
months after the company is duly notified of such losses; and no member of 
the corporation shall be debarred his tostimony as witness in any such 
(cause, on the account of his being a member of said company. And no 
memlxcr of the corporation not being in his individual capacity a party to 
such suit, shall b(j incompetcent as a witness in any such cause on account of 
his being a jneinber of said company. 

13. The officers of said (company at the expiration of five years from the 
time that the first policcy shall have IxHcn issiu^d, and bear date, and within 
thirty days thereafter, and during the first thirty days of every subsequent 
period of five years, shall cause a balance to be stru(*k of the affairs of the 
company in whi(ch they shall charge each member with a proportionate share 
of the losses and expenses of said company according to the original amount 
of premium paid by him, but in no case to excxced the amount of the premium. 
Each member Kshall be credit(cd with the amount of said premium, and also 
with an equal share of the profits of the said company derived from invest¬ 
ments and earnings in proportion to said amount, and in case of the death 
of any member of the said company, the amount standing to his credit at 
the last pHHceding striking of balance as aforesaid together with the propor¬ 
tion which shall be found to belong to him at the next subsequent striking of 
said balan(ce, shall be paid over to his legal representatives or assigns within 
three months after the said last mentioned balance shall be struck. Any 
member of the company who would be entitled to share in the profits, who 
shall have omitted to pay any premium, or any periodical payment due 
from him to the company may be prohibited by the trustees from sharing 
in the profits of the company, and all such previous payments made by him 
shall go to the benefit of the company. 
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14. On some day in the first thirty days after the expiration of the first 
five years from the time when the said company shall issue their first 
policy, and within the first thirty days of every subsequent five years the 
officers of the said cornpan}'' shall cause to be made a gcmeral balance state¬ 
ment of the affairs of the said company, which shall be entered in a book 
prepared for that purposes, which shall be subject to the examination of any 
member of the company during the usual hours of business for the term of 
thirty days thereafter. Such statement shall contain: 

1st. The amount of premiums received during the said period. 

2d. The amount of expenses of the said company during the said period. 

3d. The amount of losses incurred during the same period. 

4th. The balance remaining with the said company. 

5th. The nature of the security on which the same is invested or loaned, 
and the amount of cash on hand. The said company shall also make 
and transmit to the Comptroller of the State on the first day of January 
in each year a full statement of its affairs in the same manner as monied 
corporations are required to do under the second title of the eighteenth 
chapter of the first part of the Revised Statutes. The books of the said 
company shall be t)pen to the examination of any member thereof during 
the usual hours of business in the same manner as the books of monied 
corporations are required by the Revised Statutes to be kept open for 
the inspection of the stockholders thereof. 

15. The sections of the Revised Statutes from nineteen to twenty-five, 
bqjh inclusive, of the first article of the second title of the eighteenth 
chapter of the first part, shall not be applicable to th(5 corporation hereby 
created. 

16. The operations and business of the corporation shall be c.arried on 
at such place in the city of New York as th(i trustees shall dirc(*t. 

17. No policy shall be issued by said company until application shall be 
made for insurance, in the aggregate of five hundred thousand dollars 
at least, and the trustees shall have the right to purchase for the benefit 
of the company, all policies of insurance or other obligations issued by 
the company. 

18. The legislature may at any time alter or repeal this act. 

19. This act shall take effect immediately. 
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MATHEMATICAL DEMONSTRATION OF NET PREMIUMS AND 

RESERVES 

1. Interest Element. Amount .—If the rate of interest, per annuni per 
unit be denoted by i (t.e., 100 i per eent) then 1 unit invested for 1 year will 
amount to (1 -f f). If tliis latbir amount be reinvested for a second year, 
the total accumulated amount at the end of the secoifd year wull be (1 -h 
since each unit invested amounts to (1 -f i) and therefore (1 -|- i) units 
invested will amount to (1 + i) X (1 -f i) = (I + i)^. Generally, the 
accumulated amount in n y(‘ars will be (1 + f)”. For example, the amount 
of I invested for 1 year at 3 per cent is 1.03, for 2 years (1.03)2, or 1.0609, 
and for n years (1.03)”. 

Present Value .—Since 1 amounts to (1 4- iY n years, 1 must be the 
present value at rate i p(*r unit of (1 -f t)” due in n years, and by proportion 
(or by dividing both by (1 4* i'Y) the present value of 1 due in n years is, 

therefore, This latter quantity is denoted by v”. 

For example, the present value at 3 per cent of 1 due in 1 year is v = 

- A.-, Qj. 0.9709; of 1 due in 2 years, ^>1* 0.9426, and so on. 

2. Mortality Element. —The fundamental column of the mortality table 
—the rate of mortality—is denoted by which may, therefore, be defined as 
the proportion of persons of age x who die in a year. 

If lx is defined as the number of persons who attain th(^ precise age of x, 
and dx denotes the number of persons out of h who die before they attain 
age (x 4“ 1), then 

dx lx lx-{-l (l) 

and 


both of which relations may easily be verified from the table on page 84. 

3. Net Single Premiums. —If h persons each effect a 1-year term policy 
of 1, the number of death claims payable (presumed to be payable at the 
end of the year) will be dx. 

The present value of these claims is vdx and the net premium which each 
of the h persons should pay is, therefore, 

j- (or vqx) 

559 


(3) 
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If the insurance is to continue for n years (an r/^year term insurance) 
instead of 1 year, the single premium required from each will be 


vdx + vHt^i + vHx-^2 + ■ • • -f v^lx 

h 


(4) 


since dx claims will be paid the first year, ^ 14.1 the sec^ond, and so on up to 
the wth year when dx^n-i claims will occur. 

If the insurance is to continue for life the single premium will be 

vdx + v^dr^i H- v^dx +2 + • * ‘ ad fmeni 

--- (5) 

Again, if the insurance is for n years and a payment of 1 is also to be made? 
to each survivor at the end of n j'^ears, f.c., if the insurance is an w-year 
endowment insurance, the single premium will be 

vd x -I- v^dx^i + v^dx+2 -I- ♦ • • -f v^dx+n-\ -f vHx^ n .. 


4. Commutation Columns. —The actual calculation of these and other 
premiums is very greatly simplified by an ingenious device. 

It will be clear from a consideration of formulas (4), (5) and (0) that the 
calculation by tlu^se formulas of any required single premium involves a 
l^rge number of multiplications, v by dx, v^ by dx+i and so on, and that these 
multiplications will be different for every age at which the premium is to be 
calculated. 

If, however, we first multiply both numerator and denominator of the 
above expressions l)y we shall obtain, for formula (4), w-year term 
insurance, 


v^'^^dx + v*'^^dx-^i 4- v^^Hx^t -f . . . -I- 

vHx ^ ^ 

for formula (5), whole life insurance, 

v^'^Hx -f -h • • ' ad finem . . 

and for formula ( 6 ), w-year endowment insurance, 

+ V^-^Hx^i + V^-^Hx+2 + • • • + V^^^dx+n-^l -f V^+Hx+n 

- ~ - » (y; 


In all of these expressions it will be seen that the index of v when multiplied 
by d is always greater by unity than the age and that when multiplied by I 
the index of v is always the same as the age. 
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One set of multiplications and v^lt for all values of 0 may, therefore, 
be made which will be available for the calculation of premiums at all ages. 
If now we write 


and v^lx = Dx 

we may rewrite formulas (7), (8) and (9) as follows: 
For formula (7) 


Cx -f- + Cx^2 H- • * • 4“ Cx+n-t 

Dx 


For formula (8) 

Cx + Cx f 1 + Cx^ 2 + • • ad finem 
Dx 


For formula (9) 

^X_+ Cj + I j4- Cx+2 . Cx+n-1 4- Dx+n 

Dx 


and if we write 


Mx = Cx 4- Cx+i 4“ Cx +2 + ‘ • ad finem 


( 10 ) 

( 11 ) 

( 12 ) 

(13) 

(14) 

(15) 


we shall have the following roncise expressions for net single premiums: 


For n-vear term insiiranc(‘: 


Mx - Mx 


Dx 


(denoted by Ai ) 
For whole life insurance: 


Mx 

Dx 


(denoted by Ax) 

For n-year endowment insurance: 
(denoted by A,,;]) 


Mx Mx-\-n 4“ Dx 

Dx 


(16) 

(17) 

(18) 


The values of C, 1) and M can be calculated for all ages and tabulated. 
Such tables are known as commutation columns.” 

5. Net Annual Premiums.—It is necessary as a preliminary to obtain 
the present value of an immediate life annuity. If lx persons each pay an 
immediate life annuity of $1 the total present value of the h dollars paid in 
at once, the dollars paid by the survivors 1 year hence, and so on, will be 


lx 4- vlx+i 4- vHx+z 4“ * • * ad finem. 
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The value of such an immediate life annuity in respect of each person is, 
therefore, 


lx 4- vlx+\ -|- t;®Zx +2 + • • ‘ad finem 

lx 


( 19 ) 


which is denoted by a,, the present value of a dollar now and a dollar at the 
end of every year survived by a person now aged x. If we multiply both 
numerator and denominator of formula (19) by Vx we shall have 


a^ 


v*lx “f~ "f" -}■••• ad fiiietti 


Dx 4- /Ix+i 4- I>r \2 4* • • ad finnn 

.. 


( 20 ) 


and if we form a new “commutation column^’ Nx such that 


Nx = Dx. Dx^i 4- /^x 4 2 4- • • • ad finem 


we shall have 


ax 


Ih 


( 21 ) 

( 22 ) 


Ordinary Life Policy .—If we denote the net annual premium for an ordi- 
]^ry life policy at age x by Px then, since the present value of an immediate 
life annuity of Px must obviously be equal to the net single premium for a 
whole life insurance, we shall have 

Px Xax ^ Ax 

whence, Px ~ ^ (23) 

ftx iV X 

Limited Annual Premiums .—Referring back to formula (20) it is evident 
that the value of an immediate temporary life annuity of 1 to continue only 
until n payments have been made or until prior death is 


__ Dx -]r Dx+i 4 " 0x^2 

-- 


iV. - 

D. 


( 24 ) 


If nPx is the annual premium limited to n payments for a whole life insurance 
then 


nP» X a,^, 
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the present value of all premiums musl also be equal to the net single pre¬ 
mium, so that 


and 

or 


nP. 


N, - 

fix 

nP. = 


J 


N, 


- ilx = 


A 

a,«l 

M. 


D, 


(25) 

(26) 


The reader will easily be able in the same way to show that the net annual 
premium for an n-year term insurance is 


pi—, _ ^ X Mx-jf ti, 

a,;n "" -Nx^n 


(27) 


and the net annual premium for an w-yoar endowment insurance is 

__ A^^ 1^1 X T i-n "b Dx +n 

xnl Nt Nx-in 


(28) 


6. Reserves. — (Net levt*! premium plan.) Regarded prospectively^ the 
reserve for any policy at any time is the pn^siuit valiui of the remaining 
insurance at the attained age less tlie present value of the net premiums 
still to be received. 

For an ordinary life policy by net annual premiums of Px cfT(‘cted n years 
ago at age x, t he insured now being {x rt) years old, the present value of 
the remaining insurance is and of the nunaining premiums, 

The reserve (or ^S’alue’’) of tlie policy is, therefore, 

-dx+n Px'^xJrn (29) 

On the same principles it will be evident that the reserve at the end of w 
years of a ^-payment life policy effected at age x is 

^x+H - (30) 

if n be less than and 

Ax^n (31) 

if n be greater than /, t.c., if the policy is fully paid up, no more premiums 
being payable; also, that the reserve at the end of n years of a ^-year endow¬ 
ment insurance effected at age x is 

^xH-niTTnl ~ ^"xil (32) 

Regarded retrospectively^ the reserve on an individual policy is, in all cases, 
the accumulation of all net premiums received less the accumulation of all 
claims paid, divided by the number of survivors. 
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If lx persons each effect an ordinary liff3 policy at an annual premium of 
Pxj then 


lx poi’sons pay a first premium 
Ix+i persons pay a second premium 
It +‘2 persons pay a third premium 
etc. 

and Ix+n-i persons pay an nth pnunium 

The accumulated amount of all net premiums rec(uv(!d up to the end of n 
years (ignoring death claims for the present) is, therefore, 

+ t)«-^ + ^x 42(1 • • • • -hf)| 


and if this amount were divided equally among the surviving policy¬ 
holders, the share of each would be 

P xl^x(l H~ f)" + lx + l (l -f + lx+2{i + • H- Zx+n^ld -h i) \ 

lx + 7l 


or, multiplying numerator and denominator by (and remembering that 


«= m). 


Px{v^It 4- -I- V^^H x +2 4- » — -f 

V^-^Hx^n 
Nx - Nx^n 




Dx 


(33) 


But the whole of this amount is, of course, not on hand, since claims have 
been paid each year as follows: 


dx at the end of 1 year 
dx+i at the end of 2 years 
dx +2 at the end of 3 years 
etc., etc., 

djp+n-i at the end of n years, 

and these claims similarly accumulated would amount at the end of n years to 


dxil “j- t)^-^ -f" dj; 4 .i(l -h i)“~* -f- . . . . -f- dx+n~i{^ "f i) 4” dx+n-l 
which would reduce the share of each survivor as given in formula (33) by 
dx(f +4- dx-n(l 4“ .j, . . . , dx+n-iif + i) -h dtJ^n^i 

Ix+n 

or, multiplying numerator and denominator by j;*'*’’*, by 

v^-^^dx 4 - v^^^dx+i + — — + v^-^^-^dx^n-z + 

V^-^lx+n 
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that is, by 


MX ““ ^x+n 


I) 


x+n 


(34) 


The net “share” or reserve value is, therefore, from (33) and (34), 

PAN, - A'x+„) - {Mr - M,,n) 

---f.- tdo) 

It can easily be shown that this value is the same as that obtained by the 
prospective method, formula (29). From formula (23) 

j> — 

AT, 

PrNx = Mx 


Substituting Mx for PxNx in formula (35) the latter becomes 

M x+n P xN x+n 

Dx,7 

” Ax-^n Px'^i+n 

which is formula (29). 

The formulas for other classes of policies can be worked out on similar 
principles. It should be noted, however, that during the premium-paying 
period formula (35) holds for any class of policy if the appropriate net 
premium be substituted for F,, provided the premium docs not vary during 
the premium-paying p(?riod. 
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Policy No _ Amoutilj $ _ Age. 

THE BLANK LIFE 
INSURANCE COMPANY 
WILL PAY 


to the Insured’s- 


the Beneficiary, 


Death Benefit 


General 

ProvisioiiH 


(]^aoe Amount of this holiey) 
upon receipt of due proof of tlie death 

of_ 


^Dollars, 


the Insured. 


This Policy also provides for 

Optional Modes of Settlement (Section 1), 

Annual Dividends (Section 2), 

Application of Dividends to make Policy fully paid or 
mature as an Endowment (Section 3), 

Privilege of Change to other Forms of Policy (Section 4), 
Loans (Section 5), Cash Value (Section 6). 

Options on Lapse—Continued Term Insurance, Paid-up 
Insurance, or Cash Value (Section 7), 

Grace in Payment of Premiums (Section 10), 

Privilege of Reinstatement (Section 11). 

This Policy is issued in consideration of the application and 


Premiums of the payment of the first premium of_ 


-Dollars, 


receipt of which is hereby acknowledge^d, and of the payment 


to the Company of- 


-day of- 


-Dollars on each 
_hereafter until 


the death of the Insured. 

The succeeding pages 2, 3, and 4 of this Policy are a part of 
this contract. 

In Witness Whereof, the Company has caused this Policy 
to be executed this_day of_19_ 


-Secretary. 


-President. 


Amount of Insurance Payable at Death. Annual Dividends. Premiums 
Payable for life, unless dividends applied to shorten period. 

566 
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Section 1. Optional Modes of Settlement. 

The proceeds of this Policy, upon maturity as a death claim or upon 
surrender, as the case may be, may, if so elected, be settled by one of the 
following optional Modes of Settlement instead of being paid in one sum, 
except that if such proceeds are not payable to a natural person in his 
(or her) own right and the payments or instalments under the optional 
Mode of Settlement arc not also to be payable to such natural person, 
herein referred to as the payee, the optional Modes of Settlement shall not 
apply nor be available without the consent of the Company:— 

Option 1.—By the Company’s holding the proceeds as a principal sum 
payable at the death of the payee, the Company meanwhile paying monthly 
interest (with a final interest payment to the date of such death) at two 
and one-half per cent a year plus participation in excess interest at such 
rate as the Company may determine for each year; 

Option 2.—By payment of equal monthly instalments for the number 
of years elected, in ac>cordance w'ith the table on page 4. Instalments 
will be increased by participation in excess interest over two and one-half 
per cent a year at such rate as the Company may determine for each year; 

Option 3.—By payment of equal monthly instalments for five, ten, or 
twenty years certain, as elected, and for the remaining lifetime of the payee, 
in accordance with the table on page 4. Instalments for the period certain 
will be iiKTeased by participation in excess interest over two and one-half 
per cent a year at such rate as the Company may d(jt<jrmine for each year; 

Option 4.—By payment of equal monthly instalments of the amount 
specified in the election as long as the proceeds, together with interest 
thereon as provided for in Option 1, shall suffice, with a final payment of 
any balance less than one such instalment. 

Method of Election.—An optional Mode of Settlement can be elected, 
or a previous election revoked or changed, only by written notice to the 
Company at its Home Office accompanied by the Policy for endorsement. 

Note. —When a natural person becomes entitled to a single sum in his 
(or her) own right, such person may elect one of these options for himself 
(or herself) as payee. 

General Provisions.—If any of the above options has been elected, a sup¬ 
plementary contract will be issued bearing the date on which the proceeds 
of the Policy become payable and providing for the settlement elected 
except that if the supplementary contract is to be issued in settlement of 
the net cash value of this Policy the Company may, at its option, defer the 
issuance and the dating of such supplementary contract for a period not 
exceeding six months after the application for such net cash value is received 
at the Home Office of the Company. 
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Under Option 1 the first interest payment will be due at the end of one 
month from the date of the supplementary contract. Under Options 
2, 3, and 4 the first instalment will be due on the date of the supplementaiy 
contract. 

Note. —If requested in the election, payment of interest under Option 1 
or of instalments under Option 2, 3, or 4 will be made quarterly, semi¬ 
annually, or annually instead of monthly. The first payment of inttirest 
under Option 1 will be due at the end of three months, six months, or one 
year from the date of the supplementary contract according as interest 
payments are quarterly, semi-annual, or annual. The first instalment under 
Option 2, 3, or 4 will in all cases be due on the date of the supplementary 
contract. 

Joint or contingent payees may be named under the above options within 
such limitations as may be prescribed by the Company, except that under 
Option 3 there cannot be joint payees and the instalments to contingcuit 
payees will not be payable beyond the period certain. 

These optional Modes of Settlement are not available if the guaranteed 
interest payments or instalments will, irrespective of dividends or indebted¬ 
ness, be less than $10 each. 

If Option 3 should be elected, evidence, satisfactorj^ to the Company, of 
the age of the payee will be required. 

? Surrender or Transfer of Supplementary Contract.—Unless otherwise 
specified in the election, neither the supplementary contract nor any of the 
benefits accruing thereunder shall be transferable or subject to surrender, 
commutation, or encumbrance, except that at the death of the last surviving 
payee the then surrender value as defined below shall be payable to the 
executors or administrators of such payee. 

Tht; surrender value of the supplementary contract shall be as follows: 

Option 1.—The principal sum with any accrued interest; 

Options 2 and 3.—The commuted value, computed at two and one-half 
per cent interest compounded annually, of future instalments certain. 
Under Option 3 no such surrender may be made during the lifetime of the 
original payee; 

Option 4.—The amount of unpaid principal and interest under the 
supplementary contract at the date of surrender. 

At its option, the Company may defer the payment of the surrender 
value of the supplementary contract for a period not exceeding ninety 
days after the application therefor is received at the Home Office of the 
Company. Such right to defer shall not apply if such surrender value is 
automatically payable under the provisions of the supplementary contract. 
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Section 2. Annual Dividends. 

The share of tlie divisible surplus accruing on this Policy shall be allotted 
as a dividend annually on eac.h anniversary of its date, the first such divi¬ 
dend being payable only if any premium due on the first anniversary 
be duly paid. 

lOach such dividend may be either:— 

1. Used to purchase a paid-up participating addition to the sum insured, 
heroin called dividend addition, which shall be automatically added on the 
date of allotment and will continue in force unless and until one of the 
other options be duly (iected; or, 

2. Paid in cash; or, 

3. Used toward payment of any premium if the remainder of the premium 
is duly paid; or, 

4. Deposited with the Company at interest within ninety days from date 
of allotment (called dividend deposit). Interest will be credited at such 
rate as may be determined by the Company, but never less than two and 
one-half per cent a year, and will he added to existing dividend deposits 
annually. Dividend deposits existing at the death of the Insured shall be 
then payable to the beneficiary^ 

At any time, provided there is no premium more than three months in 
default, any dividend additions may be surrendered for the full roserve 
thereon or any accumulated dividend deposits may be withdrawn. 

Post Mortem Dividend.—Upon the death of the Insured a cash dividend 
will be credited to this Policy for the fraction of the policy year elapsed 
before such death. 

Section 3. Dividend Additions or Deposits may be applied to make the 
Policy either:— 

(a) Fully Paid. —If at any time either the reserve for any dividend 
additions, or any accumulated dividend deposits, or both together, shall 
equal or exceed the present value (on the basis of the American Experience 
Table of Mortality assuming three per cent interest) of the future net 
premiums under this Policy, the Company will, upon written request, apply 
such part of such reserve and such deposits as equals such present value to 
change this Policy to a paid-up participating policy for the same face 
amount and providing for the same benefits as this Policy. 

Any dividend additions or dividend deposits in excess of those applied 
to pay such present value shall continue in force. 

or (b) Mature as an Endowment. —If at any time the reserve for the 
face amount of this Policy and for any dividend additions, together with 
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any accumulated dividend deposits, shall equal or exceed the face amount 
of this Policy, the Company will, upon the legal surrender of the Policy, 
pay such face amount plus such excess, if any. 

Section 4. Privilege of Change to other Forms of Policy. 

Provided this Policy is in full force and no premium is in default and 
provided the Insured has not attained the age of fifty-five years, this Policy 
may be exchanged, without medical examination, for a premium paying 
policy without Double Indemnity and without Waiver of Premium in event 
of total and permanent disability, issued by the Company at the date of 
this Policy, on either the Limited Payment Life or the Endowment Insur¬ 
ance plan, and of the same date, face amount, and age of the Insured as 
this Policy. The new policy will be at the rate of premium in force for 
such a policy at the date of this Policy. 

To make such exchange this Policy must be surrendered for rewriting 
and there must be paid to the Company the differerujes in premiums with 
interest from their respective due dates at the rate of six per cent a year 
compounded annually. Allowance will be made for any larger dividends 
on the new plan. 

Section 6. Loans. 

? If three full years’ premiums have been paid (or if the balance is paid 
at the time of the loan) and no premiums are in arnjars beyond the days of 
grace, the Company will, upon receipt of the Policy and a loan agreement 
satisfactory to the Company and on the sole security of this Policy, loan 
an amount which with interest shall be within the limit of the cash value 
of this Policy on the due date of the loan. At its option, the Company may 
defer the granting of any loan, other than to pay premiums subsequent to 
the first on policies in this Company, for a period not exceeding six months 
after the application therefor is received at the Home Office of the Company. 

Any existing indebtedness to the Company on the Policy shall be paid 
out of such loan. 

Interest on the loan shall be at the rate of five per cent a year payable 
on the due date of the loan provided for in the loan agreement and on each 
anniversary of the date of the Policy thereafter. If this interest is not paid 
when due it shall be added to the existing loan and bear interest at the same 
rate. Failure to repay the loan or pay interest shall not avoid the Policy 
unless the total indebtedness, including accrued interest, shall equal or 
exceed the cash value of the Policy, in which case the Policy shall become 
void thirty-one days after notice shall have been mailed to the Insured and 
any assignee of record at said Home Office at their last known addresses. 

The loan, with accrued interest, or any part thereof not less than $10 
may be repaid at any time prior to the date when due. 
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Section 6. Cash Value. 

At any time after at least three full years’ premiums have been duly paid 
but not later than three months after default in payment of premium, this 
Policy may be surrendered for its net cash value. Such net cash value shall 
be the cash value as defined below less any indebtedness to the Company 
hereon. At its option, the Company may defer the payment of the net 
cash value for a period not exceeding six months after the application 
therefor is received at the Home Office of the Company. 

(a) If all past due premiums have been paid, the cash value at any time 
shall be the reserve at such time for the face amount of this Policy and for 
any dividend additions hereto increased by any accumulated dividend 
deposits and less a surrender charge of not more than two and one-half per 
cent of the face amount of this Policy. 

After the Policy has been twenty years in force there shall be no surrender 
charge. 

(1:)) During three months after the due date of any premium in default 
the cash value shall be the same as at such due date except as decreased 
by the surrender of dividend additions or withdrawal of dividend deposits. 

After any premium has been in default more than three months from its 
due date, this Policy shall have no cash value. 

Section 7. Options on Lapse. 

(a) Continued Term Insurance.—If any premium remain unpaid at the 
end of the days of grace, and if at least three full years’ premiums have 
been paid, this Policy will automatically continue, as from the due date of 
such premium in default, as paid-up non-participating term insurance. 

The amount of such term insurance shall be the face amount of this 
Policy increased by any dividend additions and by any dividend deposits 
and decreased by any indebtedness to the Company on this Policy. The 
term shall be such as the net cash value at such premium due date provided 
for in Section 6 (adjusted for any later loans, surrender of dividend additions, 
or withdrawal of dividend deposits) applied as a net single premium will 
purchase. 

Within three months after the due date of such premium in default 
either of the following options may be exercised instead of having the Policy 
continue as such term insurance. 

(b) Cash Value.—The Policy may be surrendered for the net cash value 
provided for in Section 6. At its option, the Company may defer the 
payment of the net cash value for a period not exceedingly six months after 
the application therefor is received at the Home Office of the Company; or, 
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(c) Paid-up Insurance.—The Policy may be surrendered for paid-up non- 
participating life insurance payable at the same time and upon the same 
conditions as this Policy, the amount of such paid-up insurance being such 
as the net cash value applied as a net single premium will purchase. 

Section 8. Table of Cash and Loan Values and Options on Lapse. 

These values are computed in accordance with the provisions of Sections 
5, 6, and 7 and are on the assumptions that all premiums to end of years 
indicated have been paid and that there arc no dividends or indebtedness. 

Any dividend additions or dividend deposits will increase such values 
and any indebtedness to the Company on this Policy will decrease such 
values as provided in the above mentioned sections. 

Values for intermediate periods for which premiums have been paid 
will be cal(!ulated as provided in Sections 5, 6, and 7. 



For each $1,000 face amount 

For face amount 

At End of 

Cash Value 
(Also Loan Value 
as Explained in 
Section 5) 

Paid-up 

Paid-up 

Policy 

Year 

Non- 

Participating 

Lifc^ 

Insurance 

N on-Participating 
Continued Term 
insurance for 
Years Days 

3 




4 


• 

5 

i 

1 

etc. 


i 1 


NOTE.—If premiums are paid to the end of a policy year, the loan value 
stated in the above table for the end of such year will, less interest, be avail¬ 
able during such year as provided in Section 5. 

Upon request, the Company will furnish an extension of the foregoing 
table beyond the years shown therein. 

Section 9. Reserves and Net Single Premiums. 

The reserve held for the face amount of this Policy and for any dividend 
additions, and the reserves and net single premiums mentioned in this 
Policy shall be computed in accordance with the American Experience Table 
of Mortality assuming interest at the rate of three per cent a year, the 
net single premiums being those at the attained age of the Insured at nearest 
birthday and the reserve for the face amount of this Policy being on the 
net level premium basis. 
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Section 10. Premiums. 

All premiums are payable on or before their due date either at the Home 
OfFiec of the Company or to any agent of the Company, but only in exchange 
for and on delivery of a receipt, signed by the Treasurer of the Company 
and countersigned by the person receiving th(i premium. 

A grace of thirty-one days shall be granted for the payment of each 
premium after the first, during which days of gra(?e the insurance shall 
continue in force. 

If this Policy shall becrome payable by the d(^ath of the Insured, any 
unpaid premium or premiums necessary to complete premium payments 
for the policy year in which such death octnirs (including the overdue 
premium, if death occurs within the days of grace) shall be deducted from 
the amount payable. 

If any premium be not paid before the end of the days of grace, then 
this Policy shall immediat.(^ly cease and become void, and all premiums 
previously paid shall be forfeited to the Company except as provided in 
this Policy. 

Section 11. Reinstatement. 

This Policy, unless it shall have been surrendered for cash, may be 
reinstated at any time within five years aft(5r default in payment of premium 
upon evidence, satisfactory to the Company, of the Insured’s them insur¬ 
ability and the paynumt of all overdue premiums with compound interest 
at the rate of five p(‘r cent a year and upon the pajmient or reinstatement 
of any indebtedness to the Company on this Policy together with payment 
of interest in accordance with the loan provisions of this Policy. 

Section 12. Miscellaneous Provisions. 

Residence and Travel.—There are no restrictions as to place of residence 
or as to phuies or regions to or through which the Insured may travel. 

Suicide.—In the event of the self-destruction of the Insured, whether 
sane or insane, within one year after the date of issue of this Policy, the 
amount payable shall be limited to an amount equal to the premiums paid 
hereon. 

Incontestability.—Except for non-payment of premiums, this Policy shall 
be incontestable after two years from its date of issue, but if the age of the 
Insured shall have been misstated, the amount payable by the Company 
shall be such as the premium paid would have purchased at the correct age. 

Change of Beneficiary.—Unless there be an existing assignment of this 
Policy other than to the Company, the beneficiary may be changed from time 
to time, while the Policy is in force, by written notice to the Company at 
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its Home Office accompanied by the Policy for endorsement. Such change 
shall take effect upon endorsement of the Policy by the Company. 

The interest of any beneficiary who dies before the Insured shall vest in 
the Insured unless otherwise provided in the Policy. 

Rights of the Insured.—Except as may other^vise be specifically provided 
in this Policy or by endorsement on this Policy, the Insured may during 
his lifetime, without the consent and to the exclusion of the beneficiary, 
receive, exercise^ and enjoy every benefit, option, right, and privilege 
conferred by this Policy or allowed by the Company. 

Policy Settlement.—All sums payable by the Company under this Policy 
shall be payable at the Home Office of the Company in the City of New York. 

In any settlement of this Policy at its maturity as a death claim or on 
surrender, any indebtedness to the Company on this Policy shall be deducted 
and surrender of the Policy to the Company will be required. 

The Contract.—This Policy and the application, copy of which is attached, 
constitute the entire contract. 

All statements made by the Insured shall, in the absence of fraud, be 
deemed representations and not warranties, and no statement shall avoid 
or be used in defense to a claim under this Policy unless contained in the 
written application and a copy of the application is attached to the Policy 
when issued. 

Assignment.—The Company shall not be charged with notice of any 
assignment of any interest in this contract until the original assignment or 
a certified copy thereof has been filed with the Company at its Home Office. 

The Company assumes no responsibility as to the validity or effect of 
any assignment. 

All assignments shall be subject to any indebtedness to the Company 
on account of or secured by this Policy. 

Notice.—No agent or other person except the President, a Vice-President, 
or a Secretary of the Company has power on behalf of the Company to 
bind the Company by making any promises respecting benefits or accepting 
any representations or information not contained in the written application 
for this Policy, or to make or modify this contract, or to extend the time 
for payment of a premium, or to waive any lapse or forfeiture or any of the 
Company's rights or requirements. 
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Monthly and Annual Instalments for Each $1,000 op Proceeds op 
Policy under Optional Modes op Settlement 2 and 3 
The semi-annual and quarterly instalments are 50.31% and 25.23% 
respectively of the annual instalment 


Option 2 

Number of 

Each 

Each 

Years' 

Monthly 

Annual 

Instal- 

Instal- 

Instal- 

ments 

ment 

ment 

2 

$42.60 

$506.17 

3 

28.79 

341.60 

4 

21.86 

259.33 

6 

17.70 

210.00 

6 

14.03 

177.12 

7 

12.95 

153.66 

8 

11.47 

136.07 

9 

10.32 

122.40 

10 

9.40 

111.47 

11 

8.64 

102.54 

12 

8.02 

95.11 

13 

7.49 

88.83 

14 

7.03 

83.45 

10 

6.64 

78.80 

16 

j 6.30 

74.73 

17 

6.00 

71.15 

18 

6.73 

67.97 

19 

5.49 

65.13 

20 

6.27 

62.68 

21 

5.08 

60.28 

22 

4.90 

68.19 

23 

4.74 

56.29 

24 

4.60 

54.65 

20 

4.46 

52.95 

26 

4.34 

51.48 

27 

4.22 

50.12 

28 

4.12 

48.87 

29 

4.02 

47.70 

30 

3.93 

46.61 
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Monthly and Annual Instalments for Each $1,000 of Proceeds of 
Policy under Optional Modes of Settlement 2 and 3.— {Continued) 
The semi-annual and quarterly instalments are 50.31% and 25.23% 
respectively of the annual instalment 


Option 3 

Sex and Age 
of Payee When 
Proceeds 

1 5 Years Certain 

! 10 Years Certain 

I 20 Years Certain 













Payable 

Each 

Each 

Each 

Each 

Each 

Each 



Monthly 

Instalment 


Monthly 

Instalment 


Monthly 

Instalment 

Annual 

Male 

Female 

Instalment 

Instalment 

Instalment 


6and 

$2.89 

$34.03 

$2.87 

$33.85 

$2.81 

$33.18 


Sunder 

2.90 

34.17 

2.88 

33.99 

2.82 

33.31 


7 

2.91 

34.32 

2.89 

34.13 

2.83 

33.46 


8 

2.92 

34.47 

2.90 

34.28 

2.84 

33.59 


9 

2.93 

34.63 

2.91 

34.43 

2.85 

33.74 

Sand 

10 

2.94 

34.79 

2.92 

34.59 

2.86 

33.89 

Sunder 

11 

2.96 

34.96 

2.94 

34.75 

2.88 

34.06 

7 

12 

2.97 

35.13 

2.95 

34.92 

2.89 

34.21 

8 

13 

2.99 

35.31 

2.97 

35.09 

2.91 

34.38 

9 

14 

3.01 

35.49 

2.99 

35.27 

2.92 

34.65 

10 

10 

3.02 

36.68 

3.00 

36.46 

2.94 

34.73 

11 

16 

3.04 

35.88 

3.02 

35.66 

2.95 

34.92 

12 

17 

3.06 

36.09 

3.04 

36.86 

2.97 

36.11 

18 

18 

3.08 

36.31 

3.06 

36.08 

2.99 

35.32 

14 

19 

3.10 

36.53 

3.07 

36.30 

3.01 

36.63 

16 

20 

3.12 

36.77 

3.09 

36.64 

3.02 

36.76 


21 

3.14 

37.02 

3.11 

36.78 

3.04 

36.98 

17 

22 

3.16 

37.28 

3.14 

37.03 

3.06 

36.21 

18 

23 

3.18 

37.55 

3.16 

37.30 

3.09 

36.46 

19 

24 

3.21 

37.83 

3.18 

37.68 

3.11 

36.71 

20 

20 

3.23 

38.13 

3.21 

37.87 

3.13 

36.98 

21 

26 

3.26 

38.43 

3.23 

38.17 

3.16 

37.26 

22 

27 

3.29 

38.76 

3.26 

38.48 

3.18 

37.64 

23 

28 

3.32 

39.09 

3.29 

38.81 

3.20 

37.84 

24 

29 

3.36 

39.46 

3.32 

39.16 

3.23 

38.16 

20 

80 

3.38 

39.82 

3.36 

39.62 

3.26 

38.47 

26 

31 

3.41 

40.20 

3.38 

38.89 

3.29 

38.80 

27 

32 

3.45 

40.60 

3.42 

40.28 

3.32 

39.16 

28 

83 

3.48 

41.02 

3.46 

40.69 

3.35 

39.60 

29 

34 

3.62 

41.46 

3.49 

41.11 

3.38 

39.87 

30 

80 

3.66 

41.92 

3.53 

41.66 

3.41 

40.26 

31 

86 

3.60 

42.40 

3.57 

42.02 

3.44 

40.65 

32 

37 

3.64 

42.90 

3.61 

42.60 

3.48 

41.05 

S3 

88 

3.69 

43.42 

3.65 

43.00 

3.62 

41.47 

34 

89 

3.74 

43.97 

3.70 

43.62 

3.66 

41.91 

86 

40 

3.79 

44.63 

3.74 

44.07 

3.59 

42.35 

86 


3.84 

45.13 

3.79 

44.63 

3.63 

42.81 

37 

42 

3.89 

46.76 

3.84 

46.22 

3.67 

43.29 

88 

48 

3.95 

46.39 

3.90 

46.83 

3.71 

43.78 

39 

44 

4.01 

47.07 

3.96 

46.47 

3.76 

44.28 

40 

40 

4.07 

47.78 

4.01 

47.14 

3.80 

44.79 

41 

46 

4.13 

48.52 

4.07 

47.83 

3.84 

46.32 

42 

47 

4.20 

49.29 

4.13 

48.66 

3.89 

46.86 

48 

48 

4.27 

50.10 

4.20 

. 49.31 

3.94 

46.41 

44 

49 

4.34 

60.94 

4.26 

60.09 

3.99 

46.98 
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Monthly and Annual Instalments for Each SI,000 of Proceeds of 
Policy under Optional Modes of Settlement 2 and 3. — {Continued) 
The semi-annual and quarterly instalments are 50.31 % and 25.23% 
respectively of the annual instalment 






Dption 3 




Sex and Age 
of Payee When 

5 Years 

Certain 

10 Years Certain 

20 Years (Certain 

Proceeds 

Payable 

Each^ 

Each ^ 

^ _Each 

Jiiacli ^ 

Each 

Each 

Male 

Female 

Monthly 

Instalment 

Instalment 

Instalment 

In.stalment 

Instalment 

Annual 

Instalment 

46 

60 

64.42 

651.83 

64.33 

650.91 

64.03 

$47.56 

46 

61 

4.50 

52.75 

4.41 

51.76 

4.08 

48.14 

47 

62 

4.58 

53.72 

4.48 

52.64 

4.14 

48.74 

48 

63 

4.67 

54.73 

4.56 

53.56 

4.19 

49.35 

49 

64 

4.76 

55.80 

4.65 

54.52 

4.24 

49.96 

60 

66 

4.86 

56.91 

4.73 

55.52 

4.29 

50.58 

61 

66 

4.96 

58.08 

4.82 

56.55 

4.34 

51.21 

62 

67 

5.07 

59.30 

4.91 

57.63 

4.40 

51.83 

63 

68 

5.18 

00.58 

5.01 

58.75 

4.45 

62.46 

64 

69 

5.30 

61.93 

5.11 

59.92 

4.50 

53.09 

66 

60 

5.42 

03.34 

5.22 

61.12 

4.56 

53.72 

66 

61 

5.55 

64.82 

5.32 

62.37 

4.61 

64.34 

67 

62 

5.09 

66.37 

5.44 

63.67 

4.66 

54.96 

68 

63 

5.83 

68.00 

5.55 

65.01 

4.71 

55.55 

89 

64 

5.98 

69.70 

5.67 

60.40 

4.76 

66.14 

60 

66 

6.14 

71.49 

5.79 

67.83 

4.80 

56.71 

61 

66 

6,30 

73.37 

5.92 

69.31 

4.85 

57.26 

62 

67 

6.47 

75.34 

6.05 

70.82 

4.89 

57.79 

68 

68 

6.66 1 

77.41 

6.19 

72.39 

4.94 

68.30 

64 

69 

6,85 I 

79.57 

6.32 

73.98 

4.97 

68.78 

68 

70 

7.05 

81.85 

6.46 

75.62 

5.01 

69.23 

66 

71 

7.25 

84.22 

6.61 

77.29 

6.05 

59.06 

67 

72 

7.47 

80.71 

6.75 

78.99 

5.08 

60.05 

68 

73 

7.70 

89.32 

6.90 

80.71 

5.11 

60.41 

69 

74 

7.94 

92.05 

7.05 

82.45 

5.13 

60.74 

70 

76 

8.19 

94.89 

7.20 

84.21 

6.16 

61.03 

71 

76 

8.45 

97.87 

7.34 

85.97 

6.16 

61.03 

72 

77 

8.73 

100.97 

7.49 

87.73 

5.16 

61.03 

73 

78 

9.01 

104.20 

7.64 

89.48 

6.16 

61.03 

74 

79 

9.31 

107.55 

7.78 

91.21 

1 5.16 

61.03 

76 

80 

9.61 

111.04 

7.93 

92.91 

6.16 

61.03 

76 

81 

9.93 

114.65 

8.06 

94.57 

6.16 

61.03 

77 

82 

10.25 

118.38 

8.20 

96.19 

6.16 

61.03 

78 

88 

10.59 

122.23 

8.32 

97.74 

6.16 

61.03 

79 

84 

10.94 

126.20 

8.45 

99.24 

6.16 

61.03 

80 

86 

11.29 

130.26 

8.56 

100.65 

6.16 

61.03 

81 

and 

11.65 

134.41 

8.56 

100.65 

6.16 

61.03 

82 

over 

12.01 

138.64 

8.56 

100.65 

5.16 

61.03 

88 


12.38 

142.93 

8.56 

100.65 

5.16 

61.03 

84 


12.75 

147.27 

8.56 

100.66 

6.16 

61.03 

85 

and over 


13.12 

151.63 

8.56 

100.65 

6.16 

61.03 




APPENDIX D 

GROUP LIFE POLICY 
BLANK LIFE INSURANCE COMPANY 

(Herein Called the Company) 

GROUP POLICY No. Specimen 

IN CONSIDERATION 

of the application of the Employer for this Policy, a copy of which applica¬ 
tion is attache^d hereto and made a part hereof, and of the individual written 
applications, if any, of those Employees of 

A.B.C. Company 

(Herein called the employer) 

who are eligible for the insurance provided hereunder in accordance with 
the conditions hereinafter contained, and in consideration of the payment 
by the Employer of the initial j)remium and of the payment hereafter by the 
Employer, during the continuance of this Policy, of all premiums when they 
fall due as hereinafter provided, 

DOTH HEREBY AGREE 

to pay the amounts of insurance herein set forth, with respect to the several 
Employees insured hereunder, in accordance with and subject to the pro¬ 
visions of this Policy, 

The Articles hereinafter contained are part of this Group Policy as fully 
as if recited over the signatures hereto affixed. 

In Witness Whereof, the Blank Life Insurance Company has caused this 
Policy to be executed this third day of January, 1938 to 
take effect as of the first day of January, 1938 which 
last date is the date of issue hereof. 

Secretary Registrar. President. 

Group Policy—^Life Insurance— Contributory —Annual Distribution of 
Divisible Surplus 
578 
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ARTICLE I. FORMULA 

Section 1. DEFINITION OF THE TERM EMPLOYEES**—The 
term Employees** as used in this Policy shall be deemed to indude all fulUtime 
employees directly employed and compensated for services by the Employer. 

Section 2. ELIGIBILITY OF EMPLOYEES—All present Employees 
are eligible for insurance hereunder on the date of issue of this Policy. New 
Employees shall be eligible for insurance hereunder on the date of completion 
of three months of continuous service. 

{The following sections 3, 4, 5 and 6 are used in case of contributory policies.) 

Section 3. EFFECTIVE DATES OF INSURANCE—An FJmployee 
may become insured hereunder only by making written application on 
forms furnished by the Company. The insurance on any Employee who 
is eligible on the date of issue of this Policy and who makes such application 
on or before such date shall become effective on the date of issue of this 
Policy, provided he is actively at work on that date^ The insurance on any 
Employee who becomes eligible after the date of issue of this Policy and who 
makes such application on or before the date of his eligibility, shall become 
effective on the date of his eligibility, provided he is actively at work on 
such effective date. The insurance on any Employee who makes such 
application after the date of his eligibility and on or before the thirty-first 
day following the date of his eligibility, or on or before the thirty-first day 
following the date of his return to active work if he was not actively at work 
on the date of his eligibility, shall become effective on the_ 


date of such application, provided he is actively at work on such effective 
date. Any Employee making such application after such thirty-first day 
and any Employee re-applying after his insurance hereunder has been 
discontinued in accordance with paragraph (b) of Section 5 hereof, must 
furnish at his own expense evidence of insurability satisfactory to the Com¬ 
pany before he may be insured hereunder. Any such insurance shall become 
effective on the_ 


date of the determination by the Company of the sufficiency of such evidence 
of insurability, provided such Employee is actively at work on such effective 
date. The insurance on any Employee not actively at work on the date 
when his insurance hereunder would otherwise become effective shall become 

effective on the next following__ 

on which he is actively at work. 

Section 4. AMOUNT OF INSURANCE.—The amount of insurance 
hereunder on any Employee shall be in accordance with the Schedule of 
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Insurance set forth in Section 7 hereof and any increase_ 

in the amount of such insurance, in accordance with said Schedule of Insur¬ 
ance, shall become effective the date of change in the Employee's earnings 
doss 

provided he is actively at work on such effective date; if not then actively 
at work, siicli change in the amount of insurance shall become effective on 
the next following da y _on which he is actively at work._ 


Section 5. DISCONTINUANCE OF INSURANCE—(a) The insurance 
on any Employet^ insurc'd liereunder shall automatically cease on the date 
of the termination of employment of such Employee. 

Cessation of active work by an Employee shall be deemed to constitute 
the termination of his employmenf., except as provided in the paragraph 
next following. 

In case of the absence of an flmployee from active work on account of 

sickness or injury, or on account of retirement_ o/i pension _^ or for 

not longer than__months on account of leave of abscncci 

or temporary laj'-off, the employment of such Employee may be deemed to 
continues for the purposes of insurance hereunder until terminated by the 
Employer. The insurance hereunder on sucdi Employee shall automatically 
^se on the date of such termination of employment by the Employer, as 
evidenced to the Company by the Employer, whether by notification or by 
cessation of premium payment on account of the insurance hereunder on 
such Employee. 

(6) The insurance on any Employee insured hereunder who shall have 
notified the Employer that his insurance under this Policy is to be dis¬ 
continued shall automatically cease on the d ate _ 

notice of discontinuance was received by the Employer. Failure of any 
Employee to make contribution when due, as required by the Employer, 
to the cost of his insurance hereunder shall be deemed notice to the Employer 
that his insurance hereunder is to be discontinued. 

(c) In any event all insurance hereunder shall automatically cease 
immediately upon the cancelation of this Policy. 

Section 6. EMPLOYEES^ CONTRIBUTIONS—The Employees shall 
not be required to contribute more than $0»f>0 month per $1,000 of Life 
Insurance to the cost of the Life Insurance provided hereunder._ 


{The following Sections 3, 4, 5 and 6 are used in the case of nonrcontrihutory 
policies.) _ 
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Section 3. EFFECTIVE DATES OF INSURANCE—The insurance 
on any Employee who is eligible on the date of issue of this Policy shall 
become effective on the date of issue of this Policy,_ 


The insurance on any Employee who becomes eligible after the date of issue 
of this Policy shall become effective on the date of his eligibility, provided he 
is actively at work on such effectiv(i date. The insurance on any Employee 
not actively at work on the date when his insurance hereunder would other¬ 
wise b(icome effective shall become effective on the next following_ 

_on which he is 

a(^tivel.y at work. 

Section 4. AMOUNT OF INSURANCE—The amount of insurance 
hereunder on any Employee shall be in accordance with the Schedule of 

Insurance set forth in Section 7 hereof and any increase_ 

in tlui amount of such insurance, in accordance wuth said Schedule of 
Insurance, shall become effective_ 


_, provided he is actively 

at work on such effective date; if not then actively at work, such change 
in the amount of insurance shall become effective on the next following 


on which he is actively at work._ 

Section 5. DISCONTINUANCE OF INSURANCE—(a) The insurance 
on any Employee insured hereunder shall automatically cease on the date 
of the termination of employment of such Employee. 

Cessation of active work by an Employee shall be deemed to constitute 
the termination of his employment, except as provided in the paragraph 
next following. 

In case of the absence of an Pmiployee from active work on account of 

sickness or injury, or on account of retirement_, 

or for not longer than_months on 

account of leave of absence or temporary lay-off, the employment of such 
Employee may be deemed to continue for the purposes of insurance here¬ 
under until terminated by the Employer. The insurance hereunder on 
such Employee shall automatically cease on the date of such termina¬ 
tion of employment by the Employer, as evidenced to the Company by 
the Employer, whether by notification or by cessation of premium payment 
on account of the insurance hereunder on such p]mployee. 

(6) In any event all insurance hereunder shall automatically cease 
immediately upon the cancelation of this Policy. 
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Section 6. EMPLOYEES^ CONTRIBUTIONS—The Employees shall 
not be required to contribute to the cost of the insurance provided hereunder. 

Section 7. SCHEDULE OF INSURANCE— 

Amount 

OF 

Class Insurance 

A. Employees earning less than $ljOOQ.00 annually . $1,000.00 

B. Employees earning $1,000.00 hut less than $2,000.00 annually 1,500.00 

C. Employees earning $2,000.00 hut less than $5,000.00 annually 2,000.00 

D. Employees earning 00 annually or over . 2,500.00 

ARTICLE II. GENERAL PROVISIONS 

Section 8. INSURING CLAUSE—Upon receipt by the Company 
of due notice and proof, in writing, that the death of any Employee insured 
hereunder has occurred while in the employ of the Employer, and upon 
the surrender of such Employee’s certificate, the Company shall pay, subject 
to the terms hereof, to the Beneficiary of record, the amount of Life Insur¬ 
ance, if any, in force on account of such Employee at the date of his death 
in accordance with Sections 4 and 7 hereof. 

Section 9. CONDITIONS UNDER WHICH AN EMPLOYEE MAY 
CONTINUE HIS LIFE INSURANCE PROTECTION AFTER THE 
TORMINATION OF HIS EMPLOYMENT, BY OBTAINING AN 
INDIVIDUAL POLICY OF LIFE INSURANCE.- 

1. When any Employee’s insurance hereunder has been discontinued 
as the result of termination of liis employment as provided in Section 
5 hereof, such Employee shall be entitled to have issued to him by the 
Company, without evidence of insurability, an individual policy of 
Life Insurance, subject to the following conditions and provisions: 

(i) The amount of the individual policy shall be equal to (or at the 
option of the Employee less than) the amount of the Employee’s 
Life Insurance in force hereunder at the date of the termination 
of his employment, and 

(ii) The individual policy shall be upon one of the forms customarily 
issued by the Company, except Term Insurance, and 

(iii) The premium for the individual policy shall be the premium 
applicable to the class of risk to which the Employee belongs and 
to the form and amount of the individual policy at his attained 
age (nearest birthday) at the date of issue of the individual policy, 
and 

(iv) Written application for such individual policy must be made to 
the Company within thirty-one days after such termination of the 
Employee’s employment. 
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2. Any such individual policy that may be issued to any 10niploy(‘e shall 
not become effective before the end of thirty-one days after such 
termination of such Employee's employment, but if such Employee 
dies during such thirty-one day pc^riod, the Company shall pay to the 
Beneficiary of record of such Employee the amount of such Employee’s 
Life Insurance in force hereunder at the dat(‘ of the termination of 
his employment. 

Section 10. CONDITIONS UNDER WHICH AN EMPLOYEE’S 
LIFE INSURANCE PROTECTION MAY BE CONTINUED BEYOND 
THE THIRTY-ONE DAYS FOLLOWING TERMINATION OF EM¬ 
PLOYMENT IN THE EVENT OF HIS TOTAL DISABILITY COM¬ 
MENCING PRIOR TO TERMINATION OF EMPLOYMENT AND 
PRIOR TO HIS SIXTIETH BIRTHDAY.— 

1. (a) The words ^‘totally disabled” mean that the Employee is totally 

disabled as a result- of bodily injury or disease so as to be wholly 
prevented thereby from enRaging in every business or occupation 
and from performing any work for compensation or profit. 

(6) The words “termination of employment” mean termination of 
employment as defined in Section 5 hereof. 

2. If any Employee, 

(i) while insured hereunder for Life Insurance and prior to his 
sixtieth birthday becomes totally disabled, and 

(ii) continues so totally disabled uninterruptedly until the date of 
his death, and 

(iii) dies more than thirty-one days but less than one year after the 
termination of his employment, 

and provided that within one year after the date of his death due proof, 
in writing, of such total disability and death is received by the Com¬ 
pany at its Homo Office, the Company shall pay to the Benefic;iary 
of record of such Employee the amount of Life Insurance in force o n 
account of such Em ployee at the date of the termination of his employment 
in accordance with Section s 4 and 7 hereof. 

3. (a) If any Employee, 

(i) while insured hereunder for Life Insurance and prior to his 
sixtieth birthday becomes totally disabled, and 

(ii) either before the termination of his employment or within 
one year thereafter, submits to the Home Office or one of the 
Head Offices of the Company due proof, in writing, of such 
total disability and that such total disability has continued 
uninterruptedly for at least nine months and until submission 
of such proof. 
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the Company shall endorse such Employee’s certificate to indicate 
receipt of such proof and assign to his certificate a Proof Date 
which shall be the month and day such endorsement is made. 

Proof under this subsection 3(a) may in no case be made after the 
death of the Employee. 

(6) If any such Employee’s certificate has been endors(‘d by the Com¬ 
pany in accordance with subsection 3(a) of this Section and if 
he: 

(i) shall submit annually during the entire remainder of his life¬ 
time to the Ilomo Office of the Company within the three 
months immediately preceding the annual r(H*urrencc of the 
Proof Date assigned to his certificate due proof, in writing, 
that ho is, and has since the termination of his employment 
been, uninterruptedly totally disabl(‘d, and 
(ii) shall die during the continuance of such total disability and 
more than one year after the termination of his employment, 

the Company shall pay to the Beneficiary of record of such Employee, 
the amount of Life Insurance tn force on account o f su ch Employee at 
the date of the termination of his employment in accordance vnih Sections 
4 and 7 hereof. 

4. Whenever any Employee submits proof under subsection 3(a) or 
subsection 3(6) of this Section, the Company may have him examined 
by physicians designated by it. 

5. No judicial proceeding shall be brought to enforce the endorsement 

of any Employee’s certificate under subsection 3(a) of this Section, 
unless brought within years after the date the Company 

shall have refused to make such endorsement. 

6. If an individual policy of Life Insurance shall have been applied for 
by any Employee in accordance with the provisions of Section 9 or 
Section 11 hereof, no payment shall be made under this Section on 
account of the death of such Employee and no endorsement of total 
disability shall be made on such Employee’s certificate unless such 
individual policy shall be surrendered to the Company without claim 
thereunder, in which case any premiums paid on such individual 
policy shall be refunded by the Company to such Employee or to the 
Beneficiary of record of such Employee, if such surrender is made after 
the death of such Employee. 

Section 11. CONDITIONS UNDER WHICH A TOTALLY DIS¬ 
ABLED EMPLOYEE MAY CONTINUE HIS LIFE INSURANCE 
PROTECTION AFTER RECOVERY FROM TOTAL DISABILITY OR 
AFTER FAILURE TO SUBMIT THE REQUIRED PROOF, BY 
OBTAINING AN INDIVIDUAL POLICY OF LIFE INSURANCE— 
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1. If at the date of the termination of his employment any Employee 
shall have been totally disabled as a result of a disability which com- 
mencicd while he was insured hereunder and prior to his sixtieth 
birthday, then, upon written application made to the Company 
within thirty-one days after his recovery from such total disability 
or within thirty-one days after his failure to submit proof as required 
by subsection 3(«) or subsection 3(h) of Section 10 hereof, whichever 
of these dates first occurs, such Employee shall be entitled to have 
issued to him by the Company, without evidence of insurability, an 
individual policy of Life Insurance, subject to the provisions of para¬ 
graphs (ii) and (iii) of subsection 1 of Section 9 hereof, and provided 
that: 

(i) the amount of th(‘ individual policy shall be equal to (or at the 
option of the Employee lc\ss than) a mount of Life In s urance 
in force on account of such Employee at ike date of the termination 
of his employment in accordance with Sections 4 and 7 hereof^ and 

(ii) no such individual i)olicy shall be issued if an individual policy 
which was issiKid in accordance with the provisions of Section 9 
hereof is in force, nor if the Employee is still entitled to have a 
policy issued in accordance with said Section 9. 

2. Any such individual policy that may be issued shall not become 
effective before the end of the thirty-one day period during which 
the Employee is entitled to apply for such individual policy, in accord¬ 
ance with subsection 1 of this Section, but if such Employee dies during 
such thirty-one day period, the Company shall pay to the Beneficiary 
of record of such Employee the inaximum amount of Life Insurance 
for which such Employee would have been entitled to apply, provided: 

(i) that no benefit is payable on account of the death of such Employee 
under any other provisions of this Policy, and 

(ii) that due proof, in writing, of such Employee's total disability 
and death is submitted to the Home Office of the Company 
within one year after his death. 

Section 12. PAYMENT OF PREMIUMS—The premiums due on and 
after the date of issue of this Policy for the insurance provided hereunder 
shall be determineci and shall be payable in accordance with Sections 13 and 
21 hereof. 

All premiums falling due under this Policy, including adjustments thereof, 
if any, are payable by the Employer, on or before their respective due dates, 
direct to the Company, but may be paid to a duly authorized representative 
of the Company, in which case the Company's official premium receipt 
signed by the President, Vice-President, Actuary, Treasurer or Secretary 
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of the Company and countersigned by the authorized representative of the 
Company receiving the premium, shall be exchanged for such payment. 
The payment of any premium shall not maintain the insurance under this 
Policy in force beyond the day immediately preceding the next due date, 
except as provided in the next paragraph. 

If the Employer has not previously given written notice to the Company 
that this Policy is to be canceled, a grace period of thirty-one days, without 
interest charge, shall be granted to the Employer for the payment of all 
premiums after the initial premium, during which period this Policy shall 
continue in force. 

If the Employer fails to pay any premium within the grace period, 
this Policy shall be canceled on the last day of such grace period, but the 
Employer shall, nevertheless, be liable to the Comi)any for the payment 
of all premiums then due and unpaid, together with the premiums for the 
grace period. If, however, written notice is given by the Employer to 
fbo Company, during the grace period, that this Policy is to be canceled, 
then the Employer shall be liable to the Company for the payment of the 
pro-rata premium for the period commencing with the last due date and 
ending with the date of receipt of such written notice by the Company. 

Section 13. RENEWAL PRIVILEGE—This Pt)licy is issued for a period 
commencing with the date of issue and ending with the day immediately 

preceding January 1, 1939 _, on which date and on each anniversary 

of which date the Employer may renew this Policy for a further term of 
one year, provided the number of Employees then insured herciunder is, 
in the case of Contributory Insurance, not less than seventy-five per centum 
of the number of eligible Employees and, in the case of Non-contributory 
Insurance, not less than the total number of eligible Employees, and pro¬ 
vided in either case the number of Employees then insured hereunder is not 
less than fifty. Renewal is conditioned upon the payment of the premiums 
then due as computed in the manner set forth in Section 21 hereof and 
based upon such Schedule of Premiums as may then be determined by the 
Company. 

Section 14. PARTICIPATION IN DIVISIBLE SURPLUS—This 
Policy is a participating contract and the Company shall ^nnually ascertain 
and apportion any divisible surplus accruing under policies of this class. 
Any such divisible surplus apportioned to this Policy shall be paid in cash 
to the Employer or, upon written request from the Employer to the Com¬ 
pany, shall be applied towards the payment of the aggregate of the premiums 
next falling due under this Policy. In either event, such divisible surplus 
is to be distributed or applied by the Employer, according to the respective 
rights thereto, if any, of the parties contributing to the premiums hereunder. 
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Section 15. INCONTESTABILITY—This Policy, as herein defined, 
the application of the Employer, a copy of which is attached hereto, and the 
individual applications, if any, of the Employees, constitute the entire 
contract between the parties and, except for non-payment of premiums, shall 
be incontestable after one year from its date of issue. 

All statements made by the Employer or by any of the Employees in 
such applications shall, in the absence of fraud, be deemed to be representa¬ 
tions and not warranties and no such statement shall avoid any payment 
under this Policy or be used in defense of a claim hereunder unless it is 
contained in a written application for insuran(;e under this Policy. 

Section 16. AGENTS—No Agent is authorized to waive forfeitures, 
to alter or amend this Policy, to accept premiums in arrears or to extend 
the due date of any premium, to waive any notice or proof of claim required 
by this Policy or to extend the date before which any such notice or proof 
must be submitted. 

Section 17. CERTIFICATES—The Company will issue to the 
Employer, for delivery to each Employee insured hereunder, an individual 
certificate outlining the benefits to which such Employee is entitled under 
this Policy and the name of the Beneficiary designated by the Employee. 

The certificate delivered to an Employee insured hereunder shall be 
surrendered to the Company after the death of the Employee before the 
Company shall pay any benefits to his Beneficiary. Such certificate must 
be returned to the Company for appropriate endorsement or exchange 
before the Employee may exercise any privileges hereunder. The word 
“certificate*' as used in this Policy includes certificate riders, if any. 

Section 18. CHANGE OF BENEFICIARY—Any Employee insured 
hereunder may, from time to time, change the Beneficiary designated 
in his certificate by filing written notice thereof with the Company 
accompanied by the certificate of such Employee. Such change shall take 
effect upon endorsement thereof by the Company pn such certificate 
and unless the certificate is so endorsed, the change shall not take effect. 
After such endorsement, the change shall relate back and take effect as of 
the date the Employee signed said written notice of change, whether or 
not the Employee is living at the time of such endorsement, but without 
prejudice to the Company on account of any payment made before receipt 
of such written notice. 

If at the death of any Employee insured hereunder there shall be more 
than one designated Beneficiary, then, unless such Employee shall have 
specified the respective interests of each Beneficiary, the interest of each 
Beneficiary shall be several and equal. If any designated Beneficiary shall 
predecease the Employee, the rights and interests of such Beneficiary shall 
thereupon automatically terminate. If there be no designated Beneficiary 
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as to all or any part of the insurance at the death of the Employee, then the 
amount of the insurance payable for which there is no designated Beneficiary 
shall be payable to the estate of the Employee, provided, however, that 
the Company may, in such case, at its option, pay such insurance to any 
one of the following surviving relatives: wife, husband, mother, father, 
child or children, and payment to any one of such surviving relatives shall 
completely discharge the Company's liability with respect to the amount of 
insurance so paid. 

If an individual policy shall have been issued and become effective 
pursuant to application made in accordance with Section 9 or Section 11 
hereof, the designation by the Employee of a beneficiary under such indi¬ 
vidual policy, other than the Beneficiary of record of the Employee here¬ 
under, shall, notwithstanding any other provision of this Section, effect a 
change of beneficiary hereunder to the Beneficiary of record under such 
individual policy, regardless of whether or not such change is endorsed on 
the Employee’s certificate. 

Section 19. ASSIGNMENT—The Employee’s certificate and the insur¬ 
ance and benefits provided hereunder are non-assignable. 

ARTICLE III. ADMINISTRATIVE PROVISIONS 

Section 20. REGISTER—The Compa ny shall keep a Register which 
sh^l show at all times the names of all Employees ever insured hereunder 
ana the amount of insurance in force or previously discontinued on each of 
such Employees, together with the date when any insurance became efffHilive 
or was discontinued or of any increase or decrease thereof, of ^^ id 

Register as of the date of issue of this Policy an d cop ies o f entries in said Register 
subsequent to said date shall be fu rnished by the Company to the Employer. 

Section 21. DUE DATE AND COMPUTATION OF PREMIUMS— 
JThe initial premium is due on the date of issue of this Policy, and subsequent 
premiums shall be due calendar (herein 

called the due date) thereafter. 

The initial premium due on the date of issue of this Poli(;y shall be the 
aggregate of the Life Insurance premiums determined by applying the 
Initial Schedule of Life Insurance Premiums per $1,000 of Life Insurance 
set forth in Section 24 hereof to the amount of Life Insurance in force on such 
date of issue at the respective attained ages of the insured Employees. 

The Company shall compute an average monthly Life Insurance 
premium rate per $1,000 of Life Insurance as of the date of issue of this 
Policy which rate shall be the nionthly Life Insurance premium rate 
thereafter until such time as such rate is recomputed in accordance with 
the last paragraph of this Section. 
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The Life Insurance premium due on any due date after the date of issue 
of this Policy shall be determined by applying the average monthly Life 
Insurance premium rate then in effect to each $1,000 of Life Insurance then 
in force on all Employees irrespective of age (subject, however, to premium 
adjustments, if any). 

Premium adjustments involving return of unearned premiums to the 
lOmployer shall be limited to the period of twelve months immediately 
preceding the date of receipt by the Company of evidence that such adjust¬ 
ments should be made. 

On written request of the Employer, approved by the Company, premium 
payments may, if not then so payable, be changed at any premium due date 
of this Policy, so as to payable annually, semi-annually, quarterly or 
monthly; in which event, the dates and provisions relating to the payment 
of premiums shall b(^ deermid to be changed to conform to such modified 
periods of payments. 

Upon any renewal of this Policy, or whenever the terms of this Policy 
are changed, then either the Employer or the Company may require a 
recomput-ation as of such date of the average 'monthly Life Insurance 
premium rate per $1,000 of Life Insurance, using for such recomputation 
such Schedule of Life Insurance Premiums as may then be determined 
by the Company and the amount of Life Insurance then in force at the 
respective attained ages of the insured Employe^es on such date. 

Section 22. AGP]—In the event of the misstatement of the age of any 
Jilrnployee, there shall be an equitable adjustment of the premium. If 
the amount of insurance applicable to such Employee in accordance with 
Sections 4 and 7 hereof would have been affected l)y such misstatement of 
age, the amount of insurance on such Plmployce shall be adjusted to the 
amount for which such Employee would have been entitled at his correct 
age, and the adjustment of the premium shall be based on such adjusted 
amount of insurance. 

Section 23. OPTIONAL MODES OF SETTLEMENT—Upon written 
election by the Employee _^ or in the absence of such election by the 

Employee ^ then by the Beneficiary after the death of the Employee, in 
cither case made to and accepted by the Company, the whole or any part* of 
the amount of insurance payable upon the death of any Employee insured 
hereunder will be retained by the Company and paid to the Bcmeficiary 
of record of the Employee in the following manner instead of in one sum: 

By payment of monthly or annual instalments over such specified number 
of years (shown in the following table) as may be elected and in the amount 
shown by such table for each $1,000 of insurance payable corresponding 
to the specified number of years elected, the first instalment being payable 
immediately upon the death of the Employee. 
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Instalment Payments 


Number of years 
specified 


1 

2 

3 

4 

5 
10 
15 
20 


Amount of each 
annual instalment 
(per $1,000 of 
insurance) 


$1,000.00 
507.46 
343.24 
261.19 
212.05 
113.78 
81.34 
65.24 


Amount of each 
monthly instalment 
(per $1,000 of 
insurance 


$84.47 

42.86 

28.99 

22.06 

17.91 

9.61 

6.87 

5.51 


If the Beneficiary dies before all instalments for the period selected have 
been paid, the unpaid instalments shall, unless otherwise specified in the 
election of such instalment payments, be commuted at the rate of three 
per centum per annum, compound interest, and paid in one sum to the 
estate of such Beneficiary. 

The amounts payable under the foregoing instalmtiiit payment options 
ai^based upon an assumed interest earning of three per centum per annum; 
but if the Company declares for any year, upon funds held by it for instal¬ 
ment payments elected under such options, a greater interest rate than three 
per centum per annum, then the excess amount of interest in accordance 
with such declaration shall be paid on the next anniversary of the commence¬ 
ment of such instalment payments. 

A mode of settlement other than one of those specified above may be 
arranged if the Employee , or in the absence of any election of a mode 
of settlement by the Employee ^ then the Beneficiary after the death of 
the Employee, and the Company mutually agree thereon. Information 
concerning such other possible modes of settlement will be furnished by the 
Company upon written request. No instalment election shall be allowed 
under which the instalment payment is less than $10.OCX 
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Section 24. INITIAL SCHEDULE QF MONTHLY uFE INSURANCE 
PREMIUMS per $1,000 of Life Insurance. 


Attained 

age 

nearest 

birthday 


15 

16 

17 

18 

19 

20 
21 
22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

36 

37 

38 

39 


Premium 


$ 0.46 

.47 

.48 

.48 

.49 

.60 

.61 

.62 

.63 

.63 

.64 

.64 

.66 

.66 

.66 

.66 

.66 

.66 

.66 

.67 

.68 

.69 

.61 

.63 

.66 


Attained 

age 

nearest 

birthday 


40 

41 

42 

43 

44 

45 

46 

47 

48 

49 

50 

51 

52 

53 

54 

55 

56 

57 

58 

59 

60 
61 
62 

63 

64 


Premium 


$ 0.67 

.70 

.74 

.77 

.81 

.86 

.91 

.97 

1.03 

1.11 

1.18 

1.27 

1.36 

1.47 

1.68 

1.71 

1.84 

1.99 

2.16 

2.33 

2.62 

2.73 

2.96 

3.20 

3.47 


Attained 

age 

nearest 

birthday 


65 

66 

67 

68 
69 

70* 

71 

72 

73 

74 

75 

76 

77 

78 

79 

80 
81 
82 

83 

84 

85 

86 

87 

88 
89 


Premium 


$ 3.76 

4.07 

4.42 

4.78 

6.18 

6.61 

6.07 

6.67 

7.11 

7.69 

8.31 

8.98 

9.70 
10.47 
11.30 

12.20 

13.14 

14.16 

16.24 

16.40 

17.64 

18.94 

20.32 

21.81 

23.37 


Copy of Employer's Application attached. 
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EMPLOYER’S APPLICATION FOR GROUP LIFE INSURANCE 

BLANK LIFE INSURANCE COMPANY 

APPLICATION is hereby made to the BLANK LIFE INSURANCE 
COMPANY for a Group Policy providing the insurance specified in the 
schedule of insurance below for the eligible Flmployees (as defined below) of 

A. B. C. COMPANY 

(Herein called the employer) 

Main address of Employer 100 Main Street, D oevil le, New Yo rk _ 

(Where Policy is to be delivered and from which address premiums are to be paid) 

Nature of business Department St ore _ 

(if more than one business, state all) 

DEFINITION OF TERM EMPLOYEES^’—The term ^‘Employees/' 
as used herein, shall bo deemed to include allfulUtime e m ployee s directly 
employed and compensated for services by the Employer. 


ELIGIBILITY —AU present Employees shall be eligible for insurance on the 
date of issue of the Policy. New Employees shall be eligible for insurance 
if^on the completion of three months of continuous service. The insurance on 
diiy eligible Employee shall become effective in accordance unth the provisions 
of the Group Policy. In no event, however, shall the insurance, become effective 
as to any such Employee on a date on which he is not actively at work. 
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Schedule of Insurance and Employees' Contributions 


Class 

Life in¬ 
surance 

I 

Acci¬ 

dent 

and 

health 

insur¬ 

ance 

(non- 

occupa- 

tional) 

weekly 

beuehts 

Acci¬ 
dental 
death 
and dis- 
mem- 1 
ber- 
ment 
insur¬ 
ance 

Hospi¬ 
talisa¬ 
tion in¬ 
surance 
(daily 
bene¬ 
fits) 

Surgi¬ 
cal op¬ 
eration 
insur¬ 
ance 

(maxi¬ 

mum 

bene¬ 

fits) 

Em¬ 

ployees’ 

contri¬ 

butions 


Employees earning: 








A. Less than $1000,00 annually 

$1000.00 

None \ 

None 



$0.30 mo. 


B. $1000.00 but less than 








$2000.00 annually 

1500.00 

None 

None 



.45 mo. 


C. $2000.00 but less than 








$5000.00 annually 

2000.00 

None 

None 



.60 mo 


D. $5000,00 annually or over 

2500.00 

None 

None 



.75 mo. 
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It is understood and agreed that, if Life Insurance is applied for, the 
Employees shall not be required to contribute S0.60 per month 

per $1000.00 of such insurance. 

It is understood and agreed that, if Accident and Health Insurance is 

applied for. Weekly Benefits shall not be payable for the first_ 

_days of disablement, nor for more than_weeks._ 


The insurance herein applied for is not to replace, nor is it in addition to, 
any Group or Wholesale Insurance now or previously in force in this or any 
other Company on any persons eligible for this insurance, nor has any 
application been submitted to any other Company for similar insurance on 
persons eligible for this insurance, except: 

Name of Insurance Company__ 

Coverage_Date of discontinuance_ 

It is agreed that the Policy will not become effective unless this application 
is approved and accepted by the Insurance Company at its Home Office, 
nor shall the Policy, if issued, become effective prior to the payment of an 
approximate initial premium, and, if the Employees arc to contribute toward 
the initial cost, unless at least 75 per cent of all eligible Employees have 
n|lj,de written application for insurance thereunder. 

^Premiums will be paid Monthly _ 

(Annually, Semi-Aunuany, Quarterly, Monthly) 

Advance payment, herewith, to be applied to payment of premiums under 
the Policy herein applied for, when and if issued, $100 00 _ 

It is agreed that necessary particulars concerning Employees to be insured 
on or subsequent to the date of issue of the Policy, and Employees whose 
insurance is to be changed or discontinued, shall be furnished monthly to 
the Insurance Company by the Employer on forms provided for the purpose. 

Dated at Doeville^ New York this twenty-seventh day of December, 1937 
James Smith A. B. C. Company 

(Witness) (Employer) 

By Richard Roe^ President 
(Title) 
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GROUP INSURANCE—EMPLOYEE'S CERTIFICATE 
BLANK LIFE INSURANCE COMPANY 

(Herein called the insurance company) 

SERIAL NO _ ^ _ 


CERTIFIES 

thaty under and subject to the terms and conditions of Group Policy No. 


JOHN DOE 

--- i 


an Employee of 


A. B. C. COMPANY 
(Herein called the employer) 

is insured for.—^Dollars on the effective date of this certificatcy 
lohich amount shall change in accordance with the provisions of the Group Polimj 
as outlined in Section VIII of this certificate. 


If the Employee dies while in the employ of the Employer and while insured 
under the Group Policyy the amount of insurance in force on account of the 
Employee at the date of his death shall he paid to 


MARY DOE 


y Beneficiary. 


The above insurance and the provisions outlined on the following pages of 
this certificate are provided under and are subject in every respect to all of the 
provisions of the Group Policy. 


BLANK LIFE INSURANCE COMPANY, 

Effective January 1, 1938 President 
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NOTICES TO EMPLOYEE 

This certificate is valuable to you and you should keep it in a safe place 
known to you and to your Beneficiary. 

If you should cease active work for any reason, you should find out 
immediately what arrangements, if any, are being made to continue your 
Insurance Benefits in force, so that you will be able to exercise any rights 
you may then have under the Group Policy, as outlined in this certificate. 
(See further details in Sections III and IV of this certificate.) 

If you leave work because of total disability commencing before age 60, 
you should be sure to submit written proof to the Home Office of the Insur¬ 
ance Company, as required, as soon as possible after you have been totally 
disabled for nine months and within one year after you leave work. (See 
further details in Section V of this certificate.) 

PROVISIONS 

Section I. General Provisions 

1. No Agent has authority to accept or waive the required notice or proof 
of a claim, nor to extend the time within which such notice or proof 
must be given. 

2. The insurance under the Group Policy is non-assignable and does not 
at any time provide cash, loan or paid-up insurance values. 

Section II. Payment of Death Benefit 

If the Employee dies while insured under the Group Policy, written 
proof of his death should be submitted to the Insurance Company. 

Section III. Discontinuance of Insurance 

1. All insurance outlined in this certificate shall automatically cease in 
the event of termination of the Group Policy. 

2. The Employee's insurance shall automatically cease on the date of 
termination of his employment. 

Termination of employment for the purposes of insurance means 
cessation of active work by the Employee, except that if the Employee 
is absent from active work on account of sickness or injury, on account 
of retirement, or on account of leave of absence or temporary lay-off 
(for such limited period as may be prescribed in the Group Policy), 
his employment may be deemed to continue for the purposes of 
his insurance until terminated by the Employer in accordance with 
the terms of the Group Policy. 
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3. The discontinuance of the Employee's insurance shall not affe,ct any 
claim incurred before such discontinuance. 

Section IV. Conditions under which the Employee may continue 
HIS insurance protection after the termination of his employ¬ 
ment, BY OBTAININO an INDIVIDUAL POLICY OF LiPE INSURANCE 

1. When the Em])loy(^e\s insurance under the Group Policy has been 
discontinued as a n'sult of the termination of his employment, he shall 
be entitled to have issued to him by the Insurance Company, without 
evidemre of insurability, an individual policy of Life Insurance, subject 
to the following conditions and provisions: 

(i) The amount of the individual policy shall be equal to (or at the 
option of the Employee less than) the amount of the Employee’s 
insurance in force under the Group Policy at the date of the termination 
of his emplojmient, and 

(ii) The individual policy shall be upon one of the forms customarily 
issued by the Insurance CX)mpany, except Term Insurance, and 

(iii) The premium for the individual policy shall be the premium 
applicable to the (^lass of risk to which the Employee Ixdongs and to 
the form and amount of the individual policy at his attained age 
(nearest birthday) at the date of issue of the individual policy, and 

(iv) written application for such individual policy must be made to 
the Insurance Company within thirty-one days after such termination 
of his employment. 

2. Anj’^ such individual policy that may be issued shall not become 
effective before the end of thirty-one days after the termination of the 
Employee’s employment, but if the Employee dies during such thirty- 
one day period the Insurance Company shall pay to the Beneficiary 
of record the amount of the Employee’s insurance in force under the 
Group Policy at the date of the termination of his employment. 

Section V. Conditions under which the Employee’s insurance 

PROTECTION MAY BE CONTINUED BEYOND THE THIRTY-ONE DAYS FOLLOW¬ 
ING TERMINATION OF EMPLOYMENT IN THE EVENT OP HIS TOTAL DIS¬ 
ABILITY COMMENCING PRIOR TO TERMINATION OF EMPLOYMENT AND 
PRIOR TO HIS SIXTIETH BIRTHDAY 

1. (a) The words ‘‘totally disabled” mean that the Employee is totally 
disabled as a result of bodily injury or disease so as to be wholly 
prevented thereby from engaging in any and every business or 
occupation and from performing any work for compensation or 
profit. 



598 


LIFE INSURANCE 


(h) The words “termination of employment” mean termination of 
employment as defined in the Group Policy and outlined in sub¬ 
section 2 of Section III. 

2. If ike Employee^ 

(i) while insured under the Group Policy and prior to his sixtieth 
birthday becomes totally disabled, and 

(ii) continues to be totally disabled uninterruptedly until the date of 
his death, and 

(iii) dies more than thirty-one days but less than one year after the 
termination of his employment, 

and provided that within one year after the date of his death due proof, 
in writing, of such disability and death is received by the Insurance Com¬ 
pany at its Home Office, the Insurance Company shall pay to the Bene¬ 
ficiary of record the amount of the Employee’s insurance in force under 
the Group Policy at the date of the termination of his employment. 

3. (a) If the Employee, 

(i) while insured under the Group Policy and prior to his sixtieth 
birthday becomes totally disabled, and 

(ii) either before the termination of his employment or within 
one year thereafter submits to the Home Office of the Insurance 
Company due proof, in writing, of such total disability and that 
such total disability has continued uninterruptedly for at least 
nine months and until the submission of such proof, 

the Insurance Company shall endorse the Employee’s certificate to 
indicate receipt of such proof and assign to his certificate a Proof Date 
which shall be the month and day such endorsement is made. 

Proof under this subsection 3(o) may in no case be made after 
the death of the Employee. 

(6) If the Employee’s certificate has been endorsed by the Insurance 
Company in accordance with subsection 3(a) of this Section, and 
if he 

(i) shall submit annually during the entire remainder of his life¬ 
time, to the Home Office of the Insurance Company, within the 
three months immediately preceding the annual recurrence of the 
Proof Date assigned to his certificate, due proof in writing that 
he then is, and has since the termination of his employment been, 
uninterruptedly totally disabled, and 
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(ii) shall die during the continuance of such total disability, and 
more than one year after the termination of his employment, 

the Insurance Company shall pay to the Beneficiary of record the amount 
of the Employee's insurance in force under the Group Policy at the dale of 
the termination of his employment, 

4. Whenever the Employee submits proof under subsection 3(a) or 
subsection 3(6) of this Section, the Insurance Company may havt; 
him examined by physicians designated by it. 

5. No judicial proceeding shall be brought to enforce the endorsement 

of the Employee's certificate under subsection 3(a) of this Section 
unless brought within years after the date the Insurance Com¬ 

pany shall have refused to make such endorsement. 

6. If an individual policy of Life Insurance shall have been applied 
for by the Employee in accordance with the provisions outlined in 
Section IV or Section VI, no payment nor endorsement shall be made 
under this Section V, unless such individual policy shall be surrendered 
to the Insurance Company without claim thereunder, in which case 
any premiums paid on such individual policy shall be refunded by 
the Insurance Company to the Employee (or to the Beneficiary of 
record if surrender is made after the death of the Employee). 

Section VI. Conditions under ivhich a totally disabled Employee 

MAY f^ONTINUE HIS INSURANCE PROTECTION AFTER RECOVERY FROM 
TOTAL DISABILITY OR AFTER FAILURE TO SUBMIT THE REQUIRED PROOF, 
BY OBTAINING AN INDIVIDUAL POLICY OF LiFE INSURANCE 

1. If at the date of the termination of his employment the Employee 
shall have been totally disabled as a result of a disability which com¬ 
menced while he was insured under the Group Policy and prior to his 
sixtieth birthday, then, upon written application made to the Insurance 
Company within thirty-one days after his recovery from such total 
disability or within thirty-one days after his failure to submit proof 
as required by subsection 3(a) or subsection 3(6) of Section V, which¬ 
ever of these dates first occurs, he shall be entitled to have issued 
to him by the Insurance Company, without evidence of insurability, 
an individual policy of Life Insurance, subject to the provisions set 
forth in paragraphs (ii) and (iii) of subsection 1 of Section IV, and 
provided that: 

(i) The amount of the individual policy shall be equal to (or a+ the 
option of the Employee less than) the amount of the Employee's insurance 
in force under the Group Policy at the date of the termination of his employ- 
merUj and 
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(ii) no such individual policy shall be issued if an individual policy 
which was issued in accordance with the provisions of the Group Policy 
outlined in Section IV is in force, nor if the Employee is still entitled 
to have a policy issued in accordance with such provisions. 

2. Any such individual policy that may be issued shall not become 
effective before the end of the thirty-one day period during which the 
Employee is entitled to apply for such individual policy in accordance 
with the provisions outlintid in subsection 1 of this Section, but if the 
Employee dies during such thirty-one day period the Insurance Com¬ 
pany shall pay to the Beneficiary of record the maximum amount of 
Life Insurance for which the Employee would have been entitled to 
apply, provided: 

(i) that no benefit is payable on account of his death under any other 
provisions outlined in this certificate, and 

(ii) that due proof, in writing, of the Employee’s total disability and 
death is submitted to the Home Office of the Insurance Company 
within one year after his death. 


Section VII. Beneficiaries 

The Employee may change his Beneficiary at any time upon written 
request. 

If at the death of the Employee there shall be more tlian one designated 
fieneficiary, then, unless the Employees shall have specified the respective 
interests of each Beneficiary, the interest of each Beneficiary shall be several 
and equal. 

If any designated Beneficiary shall die before the Employee, the rights 
and interests of such Beneficiary shall thereupon automatically terminate. 
If there be no designated Beneficiary as to all or any part of the insurancti 
at the death of the Employee, then the amount of insurance payable for 
which there is no designated Beneficiary shall be payable to the estate of 
the Employee, provided, however, that the Insurance Company may, in 
such case, at its option, pay such insurance to any one of the following 
surviving relatives: wife, husband, mother, father, child or children, and 
payment to any one of such surviving relatives shall completely discharge 
the Insurance Company’s liability with respect to the amount of insurance 
so paid. 

The designation by the Employee of a beneficiary under an individual 
policy of Life Insurance issued in accordance with the provisions of the 
Group Policy outlined in Section IV or Section VI of this certificate, other 
than the Beneficiary of record of the Employee under the Group Policy, 
shall effect a change of beneficiary under the Group Policy to the Beneficiary 
of record under such individual policy, regardless of whether or not such 
change is endorsed on this certificate. 
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REGISTER OF CHANGE OF BENEFICIARY 

Note. —Entries in this register are to be made only by the Insurance 
Company. No other entries shall be recognized. 

Date effective B(‘neficiary Endorsed by 


Section VIIL Schedule of Insurance 

Amount 

OF 

Class Insurance 

A. Employees earning less than annually . $1,000.00 

B. Employees earning $1,000.00 hut less than $2,000.00. 1,500.00 

C. Emplo'yees eammg $2,000.00 hut less than $5,000.00 . 2,000.00 

/). Employees earning $li^000.01) annually or over . 2,500.00 

Any change in the amount of the Employee's insurance in accordance with 

the Schedule of Insurance in the Group Policy^ as outlined above, shall become 


effective as provided in the Group Policy, hut in no case shall any change become 
effective on a date on which the E^nployee is not actively at work. 
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ANNOUNCEMENT OF GROUP ANNUITY PLAN 

JOHN DOE COMPANY 
Chicago, Illinois 

January 15, 1939 

To Our Employees 

All of us would like to look forward to a comfortable life when our active 
working days are over—we would like to feel that at least our income 
then would not be so greatly reduced as to cause any real hardship. For 
some time this matter has been having careful study with the aim of pre¬ 
senting a Plan to you which would provide satisfactory retirement income 
benefits to be paid to you in addition to any old-age benefits you might 
receive under the Federal Social Security Act. 

The Plan outlined on the following pages has been chosen as the best 
for our purpose. It is a tested and proved method of making it possible 
for you to have a total retirement income in keeping with your earnings. 
^ The basis of the Plan is simple. You contribute toward a retirement 
income; the Company makes substantial additional contributions to assure 
you a total income payable for life after retirement much greater than 
could be secured by your contributions alone. If you remain a member 
until retirement the total contributions which the Company will have made 
for you will exceed the total contributions made by you. 

Your particular attention is called to the fact that under no possible 
circumstances can your return from the Plan be less than the total amount 
you have contributed, with interest at 2^ % compounded annually. The 
average return to those who retire under the Plan will be several times the 
amount they have contributed. 

To give you assurance of safety and security, the administration of the 
Plan is placed in the hands of the Blank Life Insurance Company. 

Although membership is entirely voluntary, it is believed and hoped that 
everyone who is eligible will join. We want you to know that this is your 
Plan. It has been arranged for your benefit and protection—^now and in 
the future. It is thoroughly sound and in our opinion offers each of you 
distinct advantages which you could not secure otherwise. If you agree, 
will you please complete the application card which you will receive and turn 
it in promptly? 

Very truly yours 
President 
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OUTLINE OF PLAN 

1. Effective Date 

The Plan will become effective as of February 1, 1939, provided at least 
75% of the eligible employees have then made written application. 

2. Eligibility 

The Plan is offered to all regular employees, subject to the following 
eligibility requirements: 

A. All present employees earning less than $1650 annually, who have 
attained the 35th birthday and who have completed at least one year 
of continuous service on February 1, 1939, are eligible as of that 
date. Other present and new employees earning less than $1650 
annually will become eligible on the first of the month coincident 
with or next following completion of at least one year of continuous 
service and (a) attainment of the 35th birthday or (b) attainment of 
an annual rate of earnings of at least $1650 whichever of these latter 
two occurs earlier. 

B. All present employees earning $1650 annually or more, who have com¬ 
pleted at least one year of continuous service on February 1, 1939, 
arc eligible as of that date. Other present and new employees earn¬ 
ing $1650 annually or more will become eligible on the first of the 
month coincident with or next following completion of at least one 
year of continuous service. 

3. Normal Retirement Date 

An employee's normal retirement date under the Plan is the nearest 
first of the month to his 65th birthda3^ The normal retirement date for 
^ employees whose 65th birthday occurs on or before February 1, 1939 will be 
that date. 

The first payment of an employee's Retirement Annuity will be made 
on his retirement date, and subsequent payments will be made monthly 
thereafter as long as he lives. 

With the consent of the Company an employee may retire before or 
after his normal retirement date. In case of earlier retirement. Retire¬ 
ment Annuity payments will be on a reduced scale. In case of later retire¬ 
ment, contributions will cease at normal retirement date, and Retirement 
Annuity payments, commencing at actual retirement, will be at the same 
rate as if the employee had retired at normal retirement date. 

4. Employee Monthly Contributions 

Each employee will make specified monthly contributions, which will 
be deducted from his regular pay and transmitted to the insurance company, 
together with the Company’s contributions. 
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5. Retirement Annuity as to Future Service 

The amount of monthly Retirement Annuity payable to each employee 
from normal retirement date in respect of future service will be the total 
of the separate monthly units of Retirement Annuity accumulated for each 
year as a contributor, in accordance with the following table. 


Class 

Annual Rate 
of Earnings 

Monthh'^ Rate of 
Retirement Annuity 
for Each Completed 
\'ear as Contributor 
in Class 

Employee 

Monthly 

Contributions 

1 

Under $1350.00* 

$1.00* 

$3.00* 

2 

$1350.00-$1649.99* 

1 .25* 

3.75* 

3 

1650.00- 1949.99 

1.50 

4.50 

4 

1950.00- 2249.99 

1.75 

5.25 

5 

2250.00- 2549.99 

2.00 

6.00 

6 

2550.00- 2849.99 

2.25 

6.75 

7 

2850.00- 3149.99 

2.50 

7.50 

8 

3150.00- 3449.99 

3.00 

9.00 

9 

3450.00- 3749.99 

3.50 

10.50 

etc. to 

etc. by $300 

etc. by 50-cent 

etc. by $1.50 

Q 

steps to 

steps to 

steps to 

‘ 27 

8850.00 and over 

12.50 

37.50 


* Membership in these classes limited to employees who have attained 
the 35th birthday. 


The Company Pays the Balance of the Net Cost of These Benefits 

Classes—Each employce\s monthly contributions and his monthly rate of 
Retirement Annuity are based on his annual rate of earnings as determined 
by the Company, and governed by the classes shown in the table above. If 
an employee’s rate of earnings changes suHiciently to place him in another 
class, the change of class will become effective on the February first coin¬ 
cident with or next following the change in rate of earnings. 

6. Retirement Annuity as to Past Service 

The Company plans to purchase, by additional payments over a period 
of years, an additional Retirement Annuity for each present eligible employee 
who has attained his 36th birthday and who joins the Plan as of February 
1, 1939 and continues as a contributor until retirement under the Plan. 

The annual rate of this additional Retirement Annuity payable from 
normal retirement date will be equal to 1^% the employee’s annual rate 
of earnings on February I, 1939 (as determined by the Company, to a 
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luaxiniuni of $9000 a year) multiplied by the number of full years of con- 
tinuous service completed subsequent to his 35th birthday and prior to 
February 1939. 

This arrangement is made in recognition of the fact that our present 
older employees have not had the opportunity of building up Retirement 
Annuity in respect of their earlier yciars of service and will not have suffi¬ 
cient time to build up an adequate amount of Retirement Annuity through 
future participation in the Plan alone. 

7. Option for Continuance of Annuity to Dependent 

The Plan offers an option for an employee to receive, upon retirement, 
a reduced amount of Retirement Annuity, with the understanding that 
that amount, or a specified smaller part thereof, will b(^ continued to a 
designated dependent if the dependent survive the employee. This option 
may V)e elected without medical examination any time before five years 
prior to normal or earlier optional retirement date; no medical examination 
will be required of any (miployee electing tlie option prior to May 1, 1939. 
This option will b(^ described in the certificate which each contributing 
('inployee will receive. 

8. Cash Surrender Value 

The employee’s cash surrender value at any time is equal to the total 
amount of his contributions, plus interest thereon at 2 ^ 2 % compounded 
annually from Ihe end of the year of payment up to the first of the month 
in which surrender or death occurs, but not beyond normal or earlier optional 
retirement date. 

9. In Event of Termination of Employment 

An employee’s contributions and the Company’s contributions on his 
behalf cease upon termination of his employment: 

A. If he has not both completed five or more years as a contributor 
and attained his 45th birthday: 

(1) He may leave his own contributions with the insurance company 
and receive, commencing at his normal retirement date, if then 
living, that part of his Retirement Annuity which has been 
purchased by his own contributions; or, in lieu thereof, 

(2) He may have his cash surrender value. (The insurance company 
will ordinarily make payment in one lump sum, but reserves the 
right to spread payment over a period of twelve months.) 

B. If he has completed five or more years as a contributor and has also 
attained his 45th birthday, he will automatically be entitled to receive 
at his normal retirement date, if then living, the total future service 
Retirement Annuity which has been purchased by both his own and 



606 


LIFE INSURANCE 


the Company's contributions for him as to membership after February 
1, 1939. After this vesting provision becomes effective, no cash 
surrender value option is available. 

10. In Event of Death 

In event of death before normal or earlier optional retirement date, the 
employee's cash surrender value will be paid to the beneficiary he namcjs. 

In event of death on or after normal or earlier optional retirement date, 
any excess in the amount of the employee's cash surrender value over the 
amount of Retirement Annuity he has received will be paid to his beneficiary, 
provided the option for continuance of a reduced Retirement Annuity to a 
dependent is not operative. 

These provisions are applicable regardless of whether or not employment 
has been terminated, provided the cash surrender value option has not been 
previously elected. 

11. Contract and Certificate 

This brief outline cannot contain the full details of the Plan as set forth 
in the master contract issued to the Company by the Blank Life Insurance 
Company. 

Each contributing employee will receive a certificate issued by the insur¬ 
ance company outlining the benefits provided in the master contract. 

^he Plan, and all descriptions and outlines of the Plan, are governed in 
every respect by the master contract. The provisions of the contract 
cannot be changed in any way without the Company's consent prior to at 
least February 1, 1944. 

12. In Event of Change or Discontinuance 

The Company hopes and expects to continue the Plan indefinitely but 
must necessarily reserve the right to change or discontinue it at any time. 
However, no change or discontinuance will affect adversely the terms 
governing the payment of any part of the Retirement Annuity actually 
purchastid by the employee's contributions and the contributions made by 
the Company for him prior to the date of such change or discontinuance. 

Examples of Amount of Retirement Annuity 

1. Assume a man now age 30 earning $1500 a year until retirement. He 
becomes eligible for the Plan at age 35. 

His Retirement Annuity under the Plan will be: 

$1.25 a month (Class 2) X 30 years. $ 37.50 a month 

or 

$450.00 a year 
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2. Assume a man now age 25 earning $1500 a year. Assume same earnings 
for the next five years, then $2000 a year for the next ten years, then 
$2400 a year until retirement. He becomes eligible for the Plan when 
his earnings are increased to $2000. 

His Retirement Annuity under the Plan will be: 


$1.75 a month (Class 4) X 10 years. $ 17.50 a month 

2.00 a month (Class 5) X 25 years. 50.00 a month 

Total. $ 67.50 a month 

or 

$810.00 a year 


3. Assume a man now age 50, with past service since age 35, earning $2400 
a year ($200 a month). Assume same earnings for the next five years, 
then $3000 a year until retirement. He is immediately eligible for the 
Plan. 

His Retirement Annuity under the Plan will be: 

1 j-i % of $200 X 15 years (past service).... $ 45.00 a month 


$2.00 a month (Class 5) X 5 years. 10.00 a month 

2.50 a month (Class 7) X 10 years. 25.00 a month 

Total. $ 80.00 a month 

or 

$960.00 a year 


The Retirement Annuities shown in these examples are of course in addition 
to, and independent of, any old-age benefits the employees may receive from 
the Government. 
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INDUSTRIAL LIFE POLICY 

BLANK LIFK INSURANCE COMPANY 
(Herein called the company) 

promisf:s to pay 

to the Beneficiary, if living, upon receipt of due i)roof of the death of the 
Insured named in the Schedule on the fourth page, and upon surrender of 
this Policy, the amount of the death beiudit stated in such Schedule, subject, 
however, to the provisions of the next paragraph. 

FACILITY OF PAYMENT 

If the Beneficiary does not surrender this Policy with due proof of death 
within 30 days after the death of the Insured, or if the Beneficiary is the 
estate of the Insured, or is not legally qualified to give a valid release, or 
di^ before the Insured, the death benefit will, upon surrender of this 
P(Aicy with due proof of death, be paid to the executor or administrator 
of the Insured, but in any such case the Company may, in lieu of payment 
to the executor or administrator, pay the death benefit to any person named 
as Beneficiary, or to any relative by blood or connection by marriage of 
the Insured appearing to the Company to be equitably entitled to such 
payment. 

PREMIUMS 

The consideration for this Policy is the payment of the premium stated in 
the Schedule on or before the date of issue, and of a like weekly premium 
on each succeeding Monday until the anniversary of the date of issue of the 
Policy next after the Insured has attained the age of 74 years, or until 
the prior death of the Insured. If any premium is not paid when due, this 
Policy shall lapse, subject to the provision for Grace Period and to the 
Nonforfeiture Privileges. 

GRACE PERIOD 

A grace of four weeks shall be granted for the payment of every premium 
after the first, during which time the insurance shall continue in force. If 
death occurs within the Grace Period, the overdue premiums shall be 
deducted from the amount payable. 
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REVIVAL 

If this Policy shall lapse, it may be revived within two years from the due 
date of the first premium in default, upon payment of all premiums in arrears 
and upon submission of satisfactory evidence of insurability, provided that 
the Cash Surrender Value of the Policy has not been paid. 

NONASSIGNABILITY 

Any assignment or pledge of this Policy or of any of its benefits shall be 
void. 

EFFECTIVE DATE 

This Policy shall take effect on the date of issue stated in the Schedule, 
provided the Insured is then alive. 

ENTIRE CONTRACT 

This Policy includes all matter printed or written by the Company on 
this and the following pages and constitutes the entire agreement. Its 
terms cannot be waived by any Agent and cannot be changed except by 
endorsement hereon signed by the Secretary. 

In Witness Whereof, the Blank Life Insurance Company has caused this 
Policy to be executed on the date of issue stated in the Schedule. 


Secretary. President. 

PROVISIONS AND BENEFITS 

OPTION TO SURRENDER WITHIN THREE WEEKS. If this 
Policy is not satisfactory it may be surrendered for cancelation, within 
three weeks from its date of issue, at the District Office through which 
it was delivered, and the premiums paid will be returned. 

WHEN POLICY IS INCONTESTABLE AND WHEN VOIDABLE. 
This Policy shall be incontestable after it has been in force, during the 
lifetime of the Insured, for one year from its date of issue, except for non¬ 
payment of premiums. 

Subject to the foregoing provision, if (1) within two years prior to the 
date of issue of this Policy the Insured has been a patient at, or an inmate 
of, any institution for the treatment of physical or mental disease, or has 
undergone any surgical operation, or has been attended by a physician, 
unless it shall be shown by the Insured or any claimant that no such institu¬ 
tional, surgicial, or medical treatment or attention was for a serious disease, 
injury, or physical or mental condition, or if (2) prior to such date of issue 
the Insured has been rejected for Life insurance by this or any other insurer, 
then, in either case (1) or case (2), this Policy shall be voidable by the Com- 
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pany, unless reference to such institutional, surgical, or medical treatment 
or attention, or such prior rejection, is endorsed on this Policy by the Com¬ 
pany. Provided, however, that this Policy shall not be voidable because 
of absence therefrom of endorsement referring to any information which was 
disclosed in a written application therefor. 

If this Policy does not take effect, or is voided by the Company, the 
Company will return the premiums paid. 

MISSTATEMENT OF AGE. If the age of the Insured is misstated 
in the Schedule, the amount payable under this Policy shall be such as the 
premium paid would have purchased at the correct age. 

PARTICIPATION IN SURPLUS. This Policy is a participating con¬ 
tract and, while in force, except when it becomes a Paid-up Policy because 
of lapse, the Company will annually ascertain and apportion any divisible 
surplus accruing on this Policy. The distribution of such surplus shall be 
made annually in such manner as may be determined by the Company 
with the approval of the Superintendent of Insurance of the State of New 
STork. 

Note —There will probably be no divisible surplus to apportion under 
policies of this class for several years after the date of issue. 

REFUND ON DIRECT PAYMENT OF PREMIUMS. If, while 
pjiemiums are not in default beyond the Grace Period, notice is given 
to any Office of the Company which maintains an account for receiving 
direct payment of premiums, that premiums will in future be paid directly 
to such an Office, and if premiums are so paid continuously for a period of 
one year without default beyond the Grace Period, the Company will, at 
the end of such year, refund 10 percent of the total of the year’s premiums 
so paid; if there is default in such payment of premiums beyond the Grace 
Period, followed by revival of the Policy without the services of an Agent, 
such refund will be made, but will be reduced for each such default by 10 
percent of the premiums due on the date of the application for revival, 
unless premiums for more than 26 weeks were then due, in which case no 
refund will be granted as to premiums which were then due or as to premiums 
paid prior to default. 

A similar refund will be made annually upon continuous payment of 
premiums in the same manner. 

BENEFICIARIES. The Insured may at any time, by written request, 
change the beneficiary. No designation of a beneficiary shall be binding 
on the Company unless endorsed on this Policy by the Company. The 
Company may refuse to endorse the name of any proposed beneficiary 
who does not appear to the Company to have a substantial insurable 
interest in the life of the Insured. 
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BENEFIT IN EVENT OF LOSS OF EYESIGHT OR LIMBS. Upon 
receipt of due proof that the Insured has suffered the loss by severance 
of both hands, or of both feet, or of one hand and one foot, or has suffered 
irrecoverably the loss of the entire sight of both eyes and has survived such 
loss of sight for 30 days, then the Insured will be deemed totally and perma¬ 
nently disabled, and (1) the Company will pay to the Insured if living, and 
otherwise in the same manner as the death benefit, one half of the amount 
that would be payable under the Schedule in the event of death on the date 
of such loss, and (2) after the receipt of such proof the Policy will, upon 
endorsement by the Company, be continued for its full amount without 
payment of future premiums. This benefit shall be granted only if such 
loss occurs (a) while premiums are not in default beyond the Grace Period, 
and (6) solely as the result of disease contracted after or injury sustained 
after the date of issue. This benefit is granted without specific extra 
premium, the cost being included in the premium for this Policy. 

BENEFIT IN EVENT OF DEATH BY ACCIDENTAL MEANS AS 
DEFINED HEREIN. Upon receipt of due proof that the death of the 
Insured resulted, independently of all other causes, from bodily injuries 
caused solely by external, violent, and accidental mcians, the Company will 
pay, as an additional death benefit, an amount equal to the amount payable 
under the Schedule, unless such injuries were sustained while employed in a 
mine occupation on mine (open pit or underground) premises, in which case 
only one half of such additional amount shall be payable. The additional 
benefit shall be payable only if (a) death occurs within 90 days from the datt 
of such injuries and while premiums are not in default beyond the Grace 
Period, and (6) such injuries were sustained by the Insured after attaining 
age 15 and before attaining age 70. The additional benefit shall not be 
payable if the Insured^s death (a) is caused or contributed to by disease or 
infirmity, or (5) is the result of self-destruction, whether sane or insane, or 
(c) is the result of the inhaling of any gas or fumes, whether voluntarily 
or otherwise, or (d) is the result of travel or flight in any species of aircraft, 
except as a fare-paying passenger, or {e) is the result of participation in an 
assault or felony, or (/) occurs while in military or naval service in time of 
war. The additional benefit shall be reduced by any amount payable as 
Benefit in Event of Loss of Eyesight or Limbs as a result of the same injuries. 
This benefit is granted without specific extra premium, the cost being 
included in the premium for this Policy. 

CONFORMITY WITH STATE LAWS. Any provision of this Policy 
which is in conflict with the statutes of the State in which this Policy is 
issued or delivered is understood to be amended to conform to such statutes. 

NONFORFEITURE PRIVILEGES 

AUTOMATIC PAID-UP TERM INSURANCE. After premiums 
have been paid for the respective periods specified in the table below, in 



612 


LIFE INSURANCE 


case of default beyond the Grace Period in the payment of any subse¬ 
quent premium, the Policy will, without action on the part of the Insured, 
be continued in force for the amount stated in the Schedule, plus any 
dividend additions, as Nonparticipating Paid-up Term Insurance (without 
the Benefit in Event of Loss of Eyesight or Limbs and the Benefit in Event 
of Death by Accidental Means) for the term stated in such table, com¬ 
mencing from the due date of the premium in default. The values stated 
in the table are for a policy free from indebtedness and without dividend 
additions. 


Term of Automatic Paid-up Term Insurance after Premiums 
Have Been Paid For 


Age 
Next 
Birth¬ 
day at 
Issue 

86 

Weeks 

39 

Weeks 

1 

Year 

8 

Years 

3 

Years 

4 

Years 

6 

Years 

6 

Years 

7 

Years 

8 

Years 

9 

Years 

Weeks 

Weeks 

Weeks 

Weeks 

Years 

Weeks 

Years 

Weeks 

Years 

Weeks 

Years 

Weeks 

Years 

Weeks 

Years 

Weeks 

Years 

Weeks 

SO 

8 

11 

15 

36 

1 

39 

2 

38 

3 

49 

4 

38 

5 

26 

6 

12 

6 

49 

81 

8 

11 

15 

30 

1 

40 

2 

41 

4 

0 

4 

41 

5 

29 

6 

15 

6 

51 

88 

8 

11 

15 

37 

1 

42 

2 

43 

4 

3 

4 

44 

5 

32 

6 

18 

7 

1 

88 

8 

11 

15 

37 

1 

44 

2 

46 

4 

6 

4 

48 

5 

35 

6 

20 

7 

6 

84 

8 

11 

16 

38 

1 

46 

2 

49 

4 

10 

4 

50 

5 

37 

6 

22 

7 

9 


8 

11 

16 

39 

1 

48 

2 

51 

4 

12 

5 

0 

5 

39 

6 

23 

7 

12 


8 

11 

16 

39 

1 

50 

3 

1 

4 

14 

5 

2 

5 

40 

6 

24 

7 

15 

87 

8 

11 

16 

40 

1 

51 

3 

2 

4 

16 

5 

3 

5 

40 

6 

26 

7 

16 

88 

8 

11 

16 

40 

2 

0 

3 

4 

4 

17 

5 

4 

5 

40 

6 

28 

7 

17 

89 

8 

11 

16 

40 

2 

1 

3 

5 

4 

17 


! 4 

1 

5 

39 

6 

29 

7 

16 


Age 
Next 
Birth¬ 
day at 

10 

Years 

11 

Years 

18 

Years 

18 

Years 

14 

Years 

10 

Years 

16 

Years 

17 

Years 

18 

Years 

19 

Years 

80 

Years 

S 


2 


2 


2 


09 


2 


X 


2 


2 1 


2 

.2 

2 


Issue 

1 





1 


1 

>* 


d 

V 

a> 

s 

V 

V 

d 

kH 

OP 


1 

>H 

r 



80 

7 

34 

8 

26 

9 

14 

9 

51 

10 

32 

11 

10 

11 

36 

12 

5 

12 

24 

12 

40 

14 

13 

81 

7 

30 

8 

30 

9 

17 

10 

0 

10 

32 

11 

7 

11 

31 

12 

0 

12 

17 

12 

31 

14 

1 

88 

7 

44 

8 

33 

9 

19 

10 

0 

10 

30 

11 

4 

11 

27 

11 

46 

12 

9 

12 

22 

13 

40 

88 

7 

48 

8 

36 

9 

20 

10 

0 

10 

28 

11 

0 

11 

21 

11 

39 

12 

1 

12 

13 

13 

26 

84 

7 

51 

8 

37 

9 

20 

9 

50 

10 

25 

10 

47 

11 

15 

11 

31 

11 

44 

12 

2 

13 

12 

85 

8 

1 

! 8 

38 

9 

19 

9 

47 

10 

20 

10 

42 

11 

8 

11 

22 

11 

34 

11 

1 44 

12 

50 

86 

8 

2 

8 

37 

9 

16 

9 

44 

10 

15 

10 

35 

11 

0 

11 

13 

11 

24 

11 

32 

12 

36 

87 

8 

2 

8 

36 

9 

13 

9 

39 

10 

9 

10 

27 

: 10 

43 

•ll 

3 

11 

13 

11 

21 

12 

21 

88 

8 

1 

8 

33 

0 

9 

0 

33 

10 

2 

10 

19 

10 

34 

10 

45 

11 

2 

11 


1 12 

6 

89 

7 

51 

8 

29 

9 

4 

9 

27 

9 

46 

10 

10 

10 

24 

10 

34 

10 

42 

10 

48 

11 

44 


(The term is the same for any amount of weekly premium payable.) 
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PAID-UP WHOLE LIFE INSURANCE. Within 13 weeks after default 
in premium payment, after premiums have been paid for the respective 
number of years specified in the table below, upon written application by 
the Insured and presentation of this Policy for endors(‘ment, the Company 
will, in lieu of the automatic benefit specified in the last preceding clause, 
continue this Policy as Nonparticipating Paid-up Whole Life Insurance 
(without the Benefit in Event of Loss of Eyesight or Limbs and the Benefit 
in Event of Death by Accidental Means) for the reduced amount stated in 
the table below. The values stated in the ta})le are for a policy free from 
indebtedness and without dividend additions. 


Paid-up Whole Life Policy Values (on the Basis of a Weekly 
Premium of 5 Cents) after Premiums Have Been Paid For 


Age N(jxt 
Birthday 
at Issue 

6 

Years 

6 

Years 

7 

Years 

8 

Years 

9 

Years 

10 

Years 

11 

Years 

12 

Years 

30 

$9.10 

$10.90 

$12.70 

$14.40 

1 

$16.20 

$18.00 

$20.20 

$22.40 

31 

8.90 

10.70 

12.40 

14.20 

15.90 

17.90 

20.00 

22.20 

32 

8.80 

10.50 

12.20 

13.90 

15.60 

17.70 

19.80 

21.90 

33 

8.80 

10.50 

12.20 

13.90 

15.60 

17.70 

19.80 

21.90 

34 

8.70 

10.40 

12.10 

13.80 

15.70 

17.80 

19.80 

21.90 

36 

8.60 

10.30 

11.90 

13.50 

15.50 

17.50 

19.50 

21.50 

36 

8.50 

10.20 

11.80 

13.50 

15.50 

17.50 

19.50 

21.40 

37 

8.50 

10.10 

11.70 

13.50 

15.50 

17.40 

19.40 

21.30 

38 

8.30 

9.80 

11.40 

13.20 

15.20 

17.10 

19.00 

20.80 

39 

8.20 

9.70 

11.30 

13.20 

15.10 

17.00 

18.80 

1 

20.60 


Age Next 
Birthday 
at Issue 

13 

Years 

14 

Years 

16 

Years 

16 

Years 

17 

Years 

18 

Years 

19 

Years 

20 

Years 

30 

$24.60 

$26.70' 

$28.80 

$30.80 

$32.80 

$34.80 

$36.80 

$42.30 

31 

24.30 

26.30 

28.40 

30.40 

32.30 

34.20 

36.10 

41.40 

32 

23.90 

25.90 

27.90i 

29.90 

31.80 

33.70 

35.50 

40.50 

33 

23.90 

25.90 

27.80 

29.70 

31.60 

33.50 

35.30 

40.10 

34 

23.90 

25.80 

27.70 

29.60 

31.40 

33.20 

35.00 

39.70 

36 

23.40 

25.30 

27.20 

29.00 

30.80 

32.50 

34.20 

38.60 

36 

23.30 

25.20 

27.00 

28.80 

30.50 

32.20 

33.90 

38.20 

87 

23.10 

25.00 

26.80 

28.50 

30.20 

31.90 

33.50 

37.60 

38 

22.60 

24.40 

26.10 

27.80 

29.40 

31.00 

32.60 

36.50 

39 

22.40 

24.10 

25.80 

27.40 

29.10 

30.60 

32.20 

35.90 
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CASH SURRENDER VALUE. Within 13 weeks after default in pre¬ 
mium payment, after premiums have been paid for the respective number 
of years specified in the table below, upon written application and the 
surrender of this Policy, the Company will pay to the Insured the Cash 
Surrender Value stated in such table. The values stated in the table are 
for a policy free from indebtedness and without dividend additions. 

After premiums upon this Policy have boon paid for five years, the insur¬ 
ance provided under the clause entitled Automatic Paid-up Term Insurance 
or the clause entitled Paid-up Whole Life Insurance may be surrendered 
at any time for its then Cash Surrender Value its full reserve at the 
date of such surrender). 

The Company, at its discretion, may defer the payment of any Cash 
Surrender Value for the period permitted by law, but not to exceed six 
months, after the application therefor is received by the Company. 


Cash Surrender Values (on the Basis of a Weekly Premium 
OF 5 Cents) after Premiums Have Been Paid For 


Age Next 
Birthday 
at Issue 

6 

Years 

6 

Years 

7 

Years 

8 

Years 

9 

Years 

10 

Years 

11 

Years 

12 

Years 

30 

$3.89 

$4.74 

$5.61 

$6.50 

$7.42 

$8.41 

$ 9.61 

$10.85 

31 

3.89 

4.74 

5.61 

6.51 

7.43 

8.49 

9.69 

10.93 

^ 32 

3.90 

4.75 

5.62 

6.51 

7.43 

8.57 

9.77 

11.00 

» 33 

3.96 

4.82 

5.70 

6.60 

7.56 

8.75 

9.97 

11.21 

34 

4.01 

4.88 

5.78 

6.69 

7.73 

8.93 

10.15 

11.40 

36 

4.01 

4,88 

5.77 

6.68 

7.78 

8.97 

10.19 

11.42 

36 

4.06 

4.93 

5.83 

6.76 

7.93 

9.13 

10.35 

11.59 

37 

4.10 

4.99 

5.89 

6.89 

8.07 

9.27 

10.49 

11.74 

38 

4.08 

4.95 

5.85 

6.90 

8.06 

9.25 

10.46 

! 11.69 

39 

4.11 

4.99 

5.89 

7.00 

8.17 

9.36 

1 10.57 

11.80 


Age Next 
Birthday 
at Issue 

13 

Years 

14 

Years 

16 

Years 

16 

Years 

17 

Years 

18 

Years 

19 

Years 

20 

Years 

30 

$12.12 

$13.42 

$14.74 

$16.09 

$17.47 

$18.88 

$20.31 

$23.81 

31 

12.19 

13,49 

14.80 

16.15 

17.52 

18.91 

20.33 

23.75 

32 

12.26 

13.54 

14.85 

16.19 

17.55 

18.93 

20.33 

23.66 

33 

12.47 

13.76 

15,08 

16.42 

17.79 

19.17 

20.58 

23.85 

34 

12.68 

13.98 

15.30 

16.64 

18.01 

19.39 

20.80 

24,03 

38 

12.68 

13.97 

15.28 

16.60 

17.95 

19.32 

1 20.70 

23.83 

36 

12.85 

14.14 

15.45 

16.78 

18.13 

19.49 

20.88 

23.95 

37 

13.01 

14.30 

15.61 

16.93 

18.28 

19.64 

21.02 

24.04 

38 

12.94 

14.21 

15.49 

16.80 

18.12 

19.46 

20.81 

23.72 

39 

13.05 

14.32 

15.60 

16.90 

18.22 

19.55 

20.89 

23.75 
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The Values in the above three tables are based on premium payments for 
the exact periods stated; the Company will make appropriate increase 
based on any additional weekly payments. The amounts in the two tables 
next above are based on a weekly premium of 5 cents. For higher premiums 
the amounts are proportionate. If the premium is 10 ctmts, the amounts 
should be doubled; if 25 cents, they should be multiplied by five; and so on. 
Figures for subsequent years will be furnished on reqiujst. 

BASIS OF NONFORFEITURE VALUES. The net value applicable 
to the purchase of each nonforfeiture benefit after premiums have been 
paid for three years is based on the reserve on the Policy (exclusive of 
any reserve on the Benefits in Event of IjOss of F^yesight or Limbs and 
in Event of Death by Accidental Means) and on dividend additions, if 
any, less a surrender charge up to the end of the 20th year not exceeding 
2}^ percent of the amount insured by the Policy, including dividend addi¬ 
tions; at the end of 20 years and thereafter no surrender charge is made. 
If there is any indebtedness undt^r the Policy, such indebtedness will be 
deducted from the Cash Surrender Value, or from the net value to be used 
as a single premium in determining the term of the Automatic Paid-up 
Term Insurance or the amount of Paid-up Whole Life Insurance. The 
reserves and net single premiums herein referred to shall be computed upon 
the Standard Industrial Mortality Table with interest at percent per 
annum. 

SCHEDULE 


Whole Life 

Paid-up on Anniversary of Policy after Age 74 


Number of Policy 

Date of 

Name of the Insured 

Age Next 

Amount of 

Weekly 


Issue 


Birthday 

Insurance 

Premium 




at Issue 






(yrs.) 




Name and Relationship of the Beneficiary 


SPACE FOR ENDORSEMENTS 
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NOTICE TO POLICYHOLDER 
Please Read Your Policy Carefully. 

An election of Directors of the Company is held in on the 

second Tuesday in April of every odd-iiund)ered year. The holder of this 
Policy, after one year from its date of issue, while it remains in force, will 
have a right to vote either in person or by proxy or by mail. 

Any benefit or value payable under this Policy can be obtained, without 
help or alleged influence of outside parties, through the office through 
which premiums have been paid or through the Home Office. There is no 
need to pay anyone a fee for alleged services in collecting any sum which is 
rightfully due you. The Company wishes to pay every proper claim with¬ 
out delay and any represcuitative of the Company will be glad to render 
assistance without cost to you. 

If it becomes impossible to continue payment of premiums, preserve this 
polic}'^ because of such protection as may still be afforded under its provi¬ 
sions. 



APPENDIX H 

APPLICATION FOR INSURANCE 


Part One 

(Whenever the word ^‘Insured'' is used in this application, it shall be con¬ 
strued as meaning “the person whose life is proposed for insurance/’) 

THIS APPLICATION is made to The Blank Life Insurance Com¬ 
pany herein called the Company. All the following statements and answers, 
and all those that the Insured makes to the Company’s Medical Examiner, 
in continuation of this application, are true, and are offered to the Company 
as an inducement to issue the proposed policy. The proposed policy shall 
not take effect unless and until delivered to and received by the Insured, 
the Beneficiary or by the person who herein agrees to pay the premiums, 
during the Insured’s continuance in good health and unless and until the 
first premium shall have been paid during the Insured’s continuance in 
good health; except in case a conditional receipt shall have been issued as 
hereinafter provided. 


1. Name in full of Insured: 

Given Name, Middle Name (if any) and Surname 


Residence of Insured 

1 Period 


No. Street I 

Street 
and Nrt _ 

Yrs. 

Mos. 



Town, CSty 
or Villag*^ 



nr milfts in Dirnrifinn 



frnm ___ on R-FT>- Nn. 

Cniinfy 



State or 

Province 




No. Street Town, City or Village and State or Province 

Former 

residences.- 
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Place of Business of Insured I Period 



Yrs. 

Mos. 







Name of firm or employer of Insured 

Insured was born at 

Town or City 

State or 

County 

on the day of 

Age of Insured 

1 at nearest birthday-years. 

. 

Present occupation of Insured 

Nature of business of Insured 

_so engaged years months 

Other occupations of Insured are: (If none, 
state None) 

Insured is a Citi- (Country) 
zen or Subject of 

Former occupations of Insured: (If none, 
state None) 

Send all communications 

to 

at 

Nature Place 


2. Except as stated below in (7), 

The Insured does not contemplate either 

a. Going to a foreign or tropical country, or 

b. Changing his occupation. 


3. Except as stated below in (7), 

The Insured has not made, nor does he contemplate making aviation 
flights or aeronautical ascensions. 


4 * Except as stated below in (7), 

No negotiations for other insurance on the life of the Insured, nor any 
application for reinstatement of insurance on the life of the Insured, 
are now pending or contemplated. 


6. Except as stated below in (7), 

No application for life insurance on the life of the Insured has ever 
been declined or postponed by any company or association. 
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6. The following is all the insurance now in force on the Insured’s life (If 
none, state None): 

Name of Company or Association I Amount 


7. Details re questions 2, 3, 4 and 6 (if none, state None) 

2 . 



8. a. Amount of insurance applied for $--- 

h. Premiums to be paid-annually. 


9. Plan of insurance (State fully) 

10 . 

1. Waiver and Income Disability Benefits- 

2. Waiver of Premium Benefit- 

3. Double Indemnity Benefit_ 

Disability income if any payable to- 

(Insert Insured or Beneficiary) 

11. Unless otherwise herein specified policy will be payable 
to Beneficiary if living, if not living to Insured’s estate. 

a. Name (in full) of Beneficiary. If a corporation give 

head office and state of incorporation- 

b. P. O. address- 

c. Relationship to the Insured or Insurable Interest_ 

12. The privilege of changing the Beneficiary from time to time, provided 

policy has not been assigned is reserved to the- 

(Insert Insured or Beneficiary) 

18. The right, without consent of any other person to loan and aiu^render 
values and to dividends and options provided in policy is reserved to 
the_—(Insert Insured or Beneficiary) 


If Endowment 
state payee at 
maturity 
as Endowment 


Answer YES, NO 
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14. $ — ill cash has been paid to the Soliciting Agent and a conditional 

receipt No-- signed by the Secretary of the Company, and counter¬ 

signed by the agent, has been issued making the insurance in force 
from this date, provrided this application shall be approved. 


It is agreed that in the event of the self-destruction of the Insured during 
the first year following the date of issue of the policy hereby applied for 
whether sane or insane tlie Company's liability shall be limited to the 
amount of the premiums paid. It is agreed that no Agent or other person 
except the President, Vice-President, a Second Vice-President, or a Secre¬ 
tary of the Company has power in behalf of the Company to bind the Com¬ 
pany by making any promise respecting benefits under any policy issued 
hereundi^r or ac^cepting any representations or information not contained 
in this application, or to make, modify or discharge any contract of insur¬ 
ances, or to extend the time for payment of a premium, or to waive any 
lapse or forfeiture or any of the Company's rights or requirements. 


This application is made at the instance and request of the undersigned, 
who, it is agreed, will pay all premiums out of his, her or its funds, and who 
ratifies the representations, statements, answers and agreements contained 
in such application and in the statements to Medical Examiner. 


' Signature in full of person or persons who will pay the premiums 
Foregoing to be executed only when the application is made at the instance 
and request of some one other than the person to be insured and who will 
pay the premiums. 

Signature in full of Insured 


Dated at-on 

I have known the Insured for- 

application. 


_192 

years and saw-sign this 

-Soliciting Agent. 


Part Two 

Statements op the Insured to Medical Examiner 

These must be recorded in the handwriting of the Medical Examiner, 
who should satisfy himself that the Insured’s statements and answers are 
full and complete. 


16. What is your full name? 
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16. What illnesses, diseases, injuries and surgical operations have you had 
since childhood? 


Name of disease, etc. 

Number of Attacks 

Date of each 

Duration 


















Complications 

Any remaining effects 

Date of Complete Recovery 














17. State every physician or practitioner who has prescribed for or treated 
you, or whom you have consulted in the past five years for any ailment, 
serious or not serious. 


Name of physician or practitioner 

Address 

When consulted 











Nature of complaint. Give full details above under question 16. 


18. Have you stated in answer to (question 16 all illnesses, diseases, injuries 
and surgical operations which you have had since childhood? (Answer 
Yes, No.) 


19. Have you stated in answer to question 17 every physician and prac¬ 
titioner consulted during the past five years and dates of consultations ? 
(Answer Yes, No.) 


20. a. Are you in good health? 


6. If not, what is the impairment? 
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21. a. How much weight have you gained in the past year? 


b. How much weight have you lost in the past year? 


c. If any change, state cause. 


d. How long has weight remained constant? 


22. a. What is your date of birth? 


6. Is this date or is your age a matter of record? (If so, where?) 


23. Are you married ? 


24. a. To what extent have you used wine, spirits or malt liquors during 
the past year? 

(State amount, kind and how much in any one day at the most.) 


h. Do you use any of them daily? (If so, state kind and amount.) 


c. Have you been intoxicated during the past five years? (State how often 
and how recently.) 


d. If a total abstainer, how long have you been so? 

a_ 

e. Have you ever taken cure for alcoholic or drug habit? (If so, give date 

or dates.) 


25. a. Is there any impairment of vision in the right eye? 


6. In the left eye? 


c. If so, state the cause and the degree of impairment in each eye. 
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Yes or No 

26. Have you ever raised or spat blood ? 


27. Have you a rupture or hernia? 


28. Have you any bodily deformity? 


29. Have you lost any part of arm or leg? 


80. Have you any impairment of hearing? 


31. Have you ever been at any asylum, cure, hospital or sani¬ 
tarium for treatment, observation or diagnosis? 


32. Have you been under any restriction of diet or any medical 
or other treatment or medical observation of any kind, 
within one year for any purpose? 


33. Have you ever changed your residence on account of your 
health? 


34. Do you contemplate making any change in your residence? 
(If so, why?) 


36. Has any member of your household suffered from tubercu¬ 
losis within the past two years? (If so, date when last 
exposed ?) 


36. Has there ever been any suspicion that any of your parents, 
brothers or sisters ever had tuberculosis, insanity, epilepsy, 
paralysis or apoplexy? 


If any of questions 26 to 36 are answered “Yes’' give full details. 


37. Family record if living 

Age 

CJondition of health 

Father 



Motfher , 



How many \ 



brothers living? J 

(If none living, so state) 

How many \ 







Bisters living? / 

(If none living, so state) 
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If dead 

j Age 

Cause of death 

How long ill 

TTnt.ViPr 







How many \ 




\ - 

brothers dead? J 

(If none dead, so state) 

How many \ 










sisters dead ? j 

(If none dead, so state) 




Age of grandparents 

Living 

Fatfhnr’w faf.h^>»* 

Dead 

Fnther’w mother 


Mr>ther’s father__ 


Mother\s mother 





Dated at-State or Province of. 


the...day of_192- 

I certify that ea(^h and all of the foregoing statements and answers were 
read by me and are fully and correctly recorded by the Medical Examiner. 


Witness: 


Signature in full of the Insured. 


M. D. 


Part Three 

Medical Examiner’s Report 

38. o. How long and how intimately have you known the Insured? 


b. Give some mark of identification. 


39. General appearance? 
(Healthy or unhealthy.) 


40. Apparent age? 


.years. 
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41. Race? (as white, etc.) 


42. Weight? ^ 

-^pounds. 

43. Did you weigh Insured on scales? 


44. Height by measurement? 

feet 

-inches. 

45. Mea.suremcnt of chest at full inspiration? 

inches. 

46. Measurement of chest at deep expiration? 

— 

--inches. 

47. Measurements of abdomen at level of umbilicus? 

— 

-inches. 

48. State the pulse rate? (Count a full minute. If over 90 
retake.) 

or under 50, 


49. a. Is the pulse intermittent? 


h. Is the pulse irregular? 


(If answered Yes, give full details.) 

50. If the Insured is ruptured, examine the hernia and state: 
a. Location and size. 


6. Is it easily reducible? 


c. Is a suitable truss worn? 


51. Urinary analysis of specimen voided at this examination, 
o. Clear or turbid? 

(If turbid, cause.) 

5. Gravity? 

(If under 1,010, examine another specimen.) 


c. Reaction ? 

d. Presence of albumin ? 

e. Presence of sugar? 

/. Do you know that the Insured passed this urine? 
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52. Do careful inquiry and thorough physical examination show any 
evidence of past or present disease or functional disturbance of: 

Yes 
or No 

o. Brain or nervous system ? * 


b. Heart? 


c. Arteries? 


d. Respiratory organs? 


e. Kidneys or other urinary apparatus? 


/. Digestive organs? 


g. Liver, gall bladder or other abdominal viscera? 


h. Rheumatic or gouty nature? 


2 . Sypliilitic origin? 


j. Either eye? 

(If myopia, is it severe?) 


k. Septic nature in the nose or mouth ? 


1. Middle ear? 

(Any discharge?) 

m. Thyroid, skin or any part of body? 


53. Was examination of heart and lungs made on other than bare 
skin? (If so, explain.) 


54. Was any third person present, contrary to Company's rules, while 
you were asking the Insured questions? 


55. Do you know, or suspect, that the Insured ever has used or now 
uses alcoholic beverages to excess, or any narcotic ? 


56. After reviewing the answers recorded in the Statements to Medical 
Examiner and in the Medical Examiner’s Report, are you satisfied 
that every question has been answered fully ? 


57. Do you know of anything in connection with the Insured’s 
physical condition, family history or past health record not already 
recorded, which would affect his (her) insurability ? 

(If so, give details under '^Remarks”) 
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Blood Pkbssuke 
(Auscultatory Method) 

Systolic_ 

Diastolic- 

Pulse Pressure- 

(Note: Take systolic at first constant sound. Take diastolic just before 
sound disappears. If systolic pressure is over 155 or diastolic over 1(X), 
retake blood pressure on another day and report findings. Before taking 
blood pressure, Examiner should be sure that applicant is seated, relaxed 
and at ease.) 

To be answered when the insured is a woman. Careful inquiry should 
be made of the Insured before answering these questions. 

68. a. Has she had any menstrual disorder, or symptoms of uterine or 

ovarian disease, or any disease of the breast?_ 

h. Has she borne any children; if so, how many and date of last 
confinement ?_ 

c. Has she ever had any serious troubles in labor?- 

d. Has she ever had any abortion or miscarriage?—.- 

If so, give date and cause of each ?__ 

e. Date of marriage?- 

/. Is she now pregnant? (If so, what month?)- 

g. Has she passed the chmacteric?_ 

I certify that I have made this examination of-—.. 

at_on this-day of_ 192 -at- a.m. 


M.D. 


Medical Examiner. 

and that the foregoing questions have been put, and the answers of the 
Insured recorded as stated. 


Important Notice to Medical Examiner 

This Report is the property of the Company and must be delivered or 
mailed promptly by the Examiner to the Agency manager as indicated 
below. It must not be withdrawn or destroyed by anyone. Before sending 
the Report to the Manager the Examiner must review it with care and see 
that every question is fully answered. 
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SUPPLEMENTARY APPLICATION FOR NON-MEDICAL 
INSURANCE 

Every question must be fully answered by the Applicant in the presence of 

the Agent. 

Part 2 of Application of_to The Blank Life Insurance Co. 

1. Have you, within the past year, applied to any other insurance company 
for insurance without medical examination? (If so, give names of 
companies and state if insurance was issued.) 

2. a. What is your exact height and weight in ordinary clothing? 

Feet-Inches-Pounds 

5. Was this height and weight taken by actual measurement and scale? 
(If so, when?) 


c. What change in weight in past two years ? 

Gain...pounds Loss_pounds 

d. If any loss state cause and how long weight has remained stationary. 

3. a. Race or nationality. (As English, Scotch, etc.) 

6. Color. 

4. a. Are you now in perfect health and free from all symptoms or com¬ 

plaints? (If not, give details.) 


6. Have you any defect of sight in either eye or of hearing in either ear? 
(If so, give details.) 

c. Have you any deformity or amputation or any physical or mental 
disability? (If so, give details.) 

5. Have you ever changed your occupation, or residence, or traveled, or 
left your work for more than one month, on account of your health? 
(If so, give details.) 


6. Have you ever been told there was albumen or sugar, blood or pus in 
your urine, or that you had symptoms of Bright's disease or diabetes? 
(If so, give details.) 
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7. a. What surgical operations have you had? (Give dates.) 


h. Do you contemplate any surgical operation in the future? (If so, 
give details.) 

8. a. Do you use beer, wine or other alcoholic stimulants daily? 


6. If not daily how often? 


c. What is used and how much? 

d. Have you over used them more than you do now? If so, to what 
extent? 

e. Have you evcrr used any of them to excess? 

/. Do you now use or have you ever used chloral, cocaine, opium or 
any other dmg? 

g. Have you ever been treated for alcoholism or drug habit? 


9. What personal injuries have you had? (Give dates.) 


10. Have you resided or be(m associated with a consumptive during the 
past five years? (If so, give details.) 


11. Have you ever had pleurisy? 

If so, state: 

a. Number of attacks with date, duration and severity of each. 


6. How long were you away from work? 


c. Was fluid drawn off? 

12. Have you ever had rheumatism? 

If so, state: 

a. Date and duration of each attack. 


h. Was it accompanied by fever? 


c. Were any of the joints swollen? 
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d. How long were you confined to the bed? 


e. How long were you away from work ? 


/. Do you believe or were you told that there was any involvement of 
the heart? 


13. a. Family Record 

Age if 
living 

Father 


Mother 


No. living 



Brothers 

No. dead 






No. living 



No. dead 







h. If any of above are not in good health state why. 

c. State Dates of any deaths from consumption in your family. 

d. lbid you reside in same house with them during the illness ? 



Cause of Death 


• How long 
ill? 
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14. Have you ever suffered from, consulted a physician about, or had any 
disturbance or symptoms pertaining to: 
a. The Brain or Nervous System —as, for example, nervous breakdown, 
insanity, loss of consciousness, epilepsy, dizziness, fits, convulsions, 
apoplexy, frequent or protracted headache, sunstroke, impairment of 
speech, sight or hearing, paralysis, delirium tremens, etc.? 


6. The Throat or Respiratory Tract —as, for (example, consumption, weak 
lungs, asthma, bronchitis, chronic hoarseness, habitual cough, spit¬ 
ting or coughing of blood, pneumonia, and lung or chest diseases of 
any kind? 


c. The Circulatory System —as, for example, heart disease or weakness, 
shortness of breath, palpitation of the heart, pain about the heart, 
varicose veins, abnormal or unusual blood pressure, etc.? 


d. The Digestive System —as, for example, dyspepsia, indigestion, ulcer 
of stomach or bowel, diabetes, gall stones, colic, jaundice, obstinate 
constipation, ai)pendicitis, peritonitis, chronic diarrhoea, fistula or 
any other stomach or bowel trouble? 


e. The Cenito-urInary System —as, for example, renal colic, gravel or 
calculus, iriflamniatiou of the bladder, disease of kidneys, undue 
frequency or difficulty in urination, stricture, syphilis, venereal 
disease, etc.? 


/. Other Complaints —as, for example, debility, enlarged or suppurating 
glands, gout, dropsy, cancer, tumor, spinal disease, disease of bones, 
discharge from the car, goitre, or any other serious illness, injurj" or 
operation not mentioned above? 

(If affirmative answer is given to any of above, state number of attacks, 
dates, duration, severity and all other details; also names and addresses of 
Physicians attending.) 


16. Have you ever had any of the diseases covered by question 14 except 
as described above? 
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16. For what else have you consulted with or been attended by a phy¬ 
sician or Surgeon during the past seven years ? (Give dates, duration, 
and names and addresses of Phj’^sicians or Surgeons.) 


17. Has the Company your permission to secure from any of these 
physicians information as to your health ? 


18. If, in the opinion of the Company, a medical examination by a duly 
appointed Medical Examiner is necessary as further evidence of 
insurability, do you agree to take such an examination? 


19. Have you read over every Question and Answer in this Declaration 
of Insurability before subscribing to the following agreement? 


1 hereby declare that the answers and statements in this Application are 
true and full. 

I agree that any policy to be issued upon this Application shall not be in 
force or binding on the Company until the advance premium thereon shall 
have been actually paid while I am living; and that this Application and the 
sever^ answers, statements and agreements herein contained shall be the 
basis bf and a part of the consideration for the Contract of Insurance, and 
this Application and such policy shall constitute the entire Contract. 

I further agree that my acceptance of any policy issued on this Application 
shall constitute a ratification by me of any corrections, additions or changes 
made by the Company and entered in the space provided for “Home Office 
indorsement only,” except that no change shall be made as to amount, 
classification, plan of insurance, or benefits, unless agreed to in writing by me. 

Dated at---, this-day of-192- 

Witness:_Signature of the Applicant:_ 

[Write the name in full] 

[Signature of Applicant to be witnessed by Agent] 



APPENDIX 1 


633 


AGENT’S CERTIFICATION AND RECOMMENDATION 


1, How long have you known the 
applicant? (Give some definite 
statement—General terms such as 
“some time’^ are not acceptable.) 

ynars 


2. How intimately ar(j you a<5quamted 
with the applicant and how fre¬ 
quently do you see him? 


3. Did the applicant seek this in.sur- 
ance without previous approach on 
your part? 


4. Was the soliciting of this applica¬ 
tion suggested to you by a broker or 
agent of this or any other life insur¬ 
ance company ? (If so, give details.) 


6. Have you investigated the appli¬ 
cant’s character, habits and reputa¬ 
tion? If so, do you believe them 
entirely satisfactory? (If not, 
state reasons.) 


6. Do you know anj^thing about thel 
applicant’s family history, personal 
history or physical condition which 
might make the risk undesirable? 


7. Has any insurance issued to appli¬ 
cant by this Company or any other 
company lapsed or terminated 
because of this application for 
insurance, or is any such insurance 
to lapse or terminate if the new 
insurance applied for is issued? 
If so, give full particulars. 


8. If applicant lives in a country dis¬ 
trict, answer the following question: 

Located miles in a 

direction from 
on R.F.D. No. 
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9. Did you ask of arui carefully 
explain to the applicant each ques¬ 
tion on the reverse hereof, and 
record his answer thereto before 
asking the succeeding question? 

I hereby certify that 1 personally solicited and secured this application; 
that no broker or agent of this or any other company other than the under¬ 
signed (except the General Agent) has any interest in any commissions 
which may become due on any business issued thereon; that the answers 
given to the foregoing questions are full, cornidcte and true to the best of 
my knowledge and belief; that I know of nothing against the risk which is 
not fully set forth in these papers, except as above, and 1 unqualifiedly 
recommend the applicant as a fit and desirable subject for insurance. 


(Date) (Signature of Agent) 

Note. —If this application is procured through solicitation by two of the 
Company's representatives, orn^ of whom is not qualified under the Com- 
y)any's rules to submit non-nuKlical business, then the qualified agent should 
subscribe to the following declaration and in such a case the non-qualified 
agent should execute th(i declaration above. 

I was present at the solicitation and witnessed the entire filling in and 
completion of this application and I unqualifiedly recommend the applicant 
as adit and desirable subject for insurance. 


(Date) 


(Signature of Qualified Agent) 
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General Questions 


1 A —How long have you known him (her)? 

B —How long have your informants known him (her)? 

C —How long has he (she) resided where now located? 

D —Where did he (she) formerly reside? 

A 

B 

C 

D 

2 A —What is his (her) occupation? If more than one, 
state each. 

B —Is he (she) in any way engaged in the manufacture 
or sale of intoxicating liquors cither legally or j 
illegally? If so, give full details. 

C—Does he (she) ever make flights in airplanes or bal¬ 
loons either as pilot or passenger? 

A 

B 

C 

3 A —Is he (she) in good health at present? ^ 

B —After careful inquiry are you satisfied that his (her) | 
health has been good? 

C —State any serious disease or injury he (she) may i 
have had. 

D —If any, give duration and length of time since 
occurrence. 

A 

B 

C 

D 

4 A —Have any of his (her) immediate family (parents, 
brothers or sisters) had consumption, insanity or 
epilepsy? If so, give details. 

B —Has any member of his (her) household had con¬ 
sumption within the past two years? i 

A 

B 

5 A —To what extent does he (she) drink wines, spirits, 
malt liquors or other alcoholic beverages? 

B —Does he (she) ever use them in excess of modera¬ 
tion? 

C —If so, does he (she) confine his (her) drinking to 
mild hilarity? 

D —About how often has this happened within the past 
year? 

E —Has he (she) ever been actually intoxicated or 
drunk? 

A 

B 

C 

D 

E 
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F —If so, how often during the past five years? 

G —How long since last intoxicated or drunk? 

H —Has he (she) ever gone on sprees lasting a day or 
more? If so, how long since last spree? 

F 

G 

H 

G A —Has he (she) ever used morphine, cocaine, chloral 
or other narcotic ? 

B —Has he (she) ever taken a cure for drug or liquor 
habit? If so, when? 

A 

B 

7 A —Is he (she) of good moral character? (Answer 
Yes or No.) 

B —If not, in what respects is he (she) below average? 

A 

B 

S A —Is he (she) in good financial condition? i 

B —Estimate how much he (she) is worth. 

C —Does he (she) own real estate? 

D —What is the approximate amount of his (her) 
annual income ? 

E —If a minor, are his (her) parents or guardians 
people of standing and means? 

A 

B $. 

c 

D $ . 

E 

9 A —Are his (her) residence and general surroundings 
favorable? (Answer Y"es or No.) 

B —If unfavorable, give details. 

A 

B 

10 A—^State any general facts that would make him (her) 
undesirable for life insurance. 

A 


Special Questions When Reporting a Female Person 


1 

1 A —If she is unmarried are her parents persons of means 
and of good character and standing in the 
community? (Answer Yes or No.) 

A 

2 A —If she is married is her husband of good character 
and standing in the community? (Answer Yes or 
No.) 

B —What is her husband^s occupation? 

C —Estimate how much her husband is worth. 

A 

B 

c% . 

3 A —If she is employed, are conditions at her place of 
employment favorable in every respect? (Answer 
Yes or No.) If unfavorable, give details. 
REMARKS 

A 
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SPECIMEN REINSURANCE AGREEMENT 

FACULTATIVE llEINSURANCE AGREEMENT 
TERM BASIS 

THIS AGREEMENT, made this day of 19 , 

between the LIFE INSURANCE COMPANY, a corporation 

organized under the laws of the State of (hereinafter referred 

to as the “Ceding Company’^), and the REASSURANCE 

COMPANY, a corporation organized under the laws of the State of 
(hereinafter referred to as the REASSURANCE COMPANY), WIT¬ 
NESSETH AS FOLLOWS: 

ARTICLE I Application for reinsurance on any life risk submitted 
to the Ceding Company under direct application, not known to have 
been obtained through agents of other companies or to be one of several 
applications to different companies for a largo aggregate amount of insur¬ 
ance, may be submitted to the R(»assurance Company on th(^ Preliminary 
Application form attached hereto (Exhibit A). Copies of all papers and 
all of the Ceding Company’s information as to insurability of the risk shall 
accompany the application. 

Application may include total and permanent disability benefits—waiver 
of premium only—for an amount corresponding to the original amount of 
life reinsurance applied for, provided the papers do not show a total of more 
than One Hundred Thousand Dollars ($100,000) of life insurance with 
waiver of premium benefits carried by the Insured in the Ceding Company 
and other insurance companies. 

Application may also include additional accidental death benefits provided 
the papers do not show that the original policies of the Ceding Company 
and other policies carried by the Insured grant more than Twenty-five 
Thousand Dollars ($25,000) of this particular benefit. 

ARTICLE II Acceptance of reinsurance upon any risk submitted by the 
Ceding Company to the Reassurance Company shall be optional with the 
Reassurance Company. The Reassurance Company shall promptly 
notify the Ceding Company of its decision thereon and, if the Reassurance 
Company accepts the risk, the Reassurance Company’s liability shall 
commence simultaneously with that of the Ceding Company. 

ARTICLE III In all reinsurances the liability of the Reassurance Com¬ 
pany shall cease when the liability of the Ceding Company ceases. 
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ARTICLE IV Within six (6) working days after it has completed its papers 
and finally approved a risk upon which reinsurance has been accepted 
by the Reassurance Company the Ceding Company shall forward to the 
Reassurance Company a reinsurance cession in duplicate, in substantial 
agreement with the form attached hereto and marked Exhibit the 
original of which shall be returned by the Reassurance Company duly 
signed within six (6) working days of the receipt thereof. 

ARTICLE V The Ceding Company shall forward to the Reassurance 
Company a copy of the form of contract issued to the Insured, unless such 
copy shall have been previously filed with the Reassurance Company. 
ARTICLE VI Reinsurance of life risks under this agreement shall be 
upon the yearly renewable term plan for the amount at risk under the policy 
reinsured. For the purpose of this agreement, the amount at risk is defined 
as the difference, taken to the nearest dollar, between the face amount of 
the sum reinsured and the terminal reserve corresponding to that face 
amount on the basis of the original policy. 

The rate of premium to be charged by the Reassurance Company for 
life reinsurance of risks accepted at standard and substandard rates of 
premium shall be in accordance with the schedules of rates attached hereto, 
provided that in cases where the classification of the original policy shows a 
flat extra premium instead of a specified Table, then the rate of premium 
for life reinsurance shall be the standard rate set forth in the said schedules 
plus the flat extra rate charged under the original policy for the face amount 
reinsured. However, on all such extra premiums for reinsurance, except 
temporary extra premiums and extra premiums imposed for aviation 
activitie#, the Reassurance Company shall allow commissions of 
per cent the first year— per cent in the case 

of an endowment policy providing for a reduetjd extra—and per 

cent for each renewal year. 

The premium to be charged by the Reassurance Company for the rein¬ 
surance of disability benefits shall be for the first year per cent 

and for renewal years per cent of the disability premium 

charged by the Ceding Company for the amount reinsured. Where dis¬ 
ability benefits are issued to substandard lives or lives substandard for such 
benefits the normal rates of premium shall be increased to correspond with 
the rating of the substandard classification. 

The premium to be charged by the Reassurance Company for the reinsur¬ 
ance of additional accidental death benefits on risks rated as standard for 
such benefits shall be at the rate of per thousand for the 

first year and per thousand for each 

renewal year during the continuance of this coverage. Where Double 
Indemnity Benefits are issued to lives substandard for these benefits, the 
normal rates of premium shall be increased to correspond with the rating 
of the substandard classification. 
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Except in those instances where the lleassurarice Company is taxed 
directly and independently on premiums colloetod by it from the CtKling 
Company, the Reassurance Company shall reimburse the Ceding Company 
for the tax paid on reinsurance premiums to such states as do not allow 
reinsurance premiums paid the Reassurance Company by the Ceding Com¬ 
pany as a deduction in the tax statement of the Ccnliiig Company. 
ARTICLE VII The Ceding Company agrees to pay premiums to the 
Rfiassurance Company as provided for in this agreement. Premiums for 
all reinsurances shall be payable on an annual premium basis. The Reassur¬ 
ance Company shall reimburse the Ceding Company for all reinsuraiKic 
premiums paid by it beyond the date of cancellation or lapse of its respec¬ 
tive policies. Within fourteen (14) days after the close of each calendar 
month, the Ceding Company shall render to the Reassurance Company a 
statement which shall show the premiums for all new nansurances, pnmiiuras 
upon which shall have been paid to the Ceding Company during the preced¬ 
ing month and which shall also show the renewal premiums on all renewal 
reinsurances falling due within such month, together with any adjustments 
made necessary by changes in reinsurances during such month. The Ceding 
Company shall transmit with such stattanent a remittance covering the 
balance due the Reassurance Company. The statement shall be verified by 
the Reassurance Company within fourteen (14) da3^s after re(;eij)t thereof. 

Notwithstanding the non-payment of a reinsurance premium due the 
Reassurance Company in the current account, if such non-payment is 
unintentional and the result of a misunderstanding or oversight on the part 
of either company, the reinsurance shall nevertheless be held as in forc.e so 
as to give the relief from excessive risk which this agreement is intended to 
secure and the Reassurance Company shall be bound by any death on 
which the Ceding Company is bound, notwithstanding that the reinsurance 
premium may not have actually been paid to the Reassurance Company at 
the time of such death. Any unpaid premium in such event shall be paid 
immediately upon discovery with compound interest thereon at six per cent 
(6%) per annum from the due date of said premium. 

ARTICLE VIII Should the insurance in force in the Ceding Company 
be reduced, the reinsurance of the Reassurance Company shall be reduced 
so that the retention of the Ceding Company shall remain at the original 
amount. However, if any life on which insurance is so reduced is reinsured 
in two or more companies, the reinsurance of the Rt^assurance Company 
shall be reduced only in the proportion that the total reduction bears to 
the total reinsurance on the life. 

Should any reinsurance be reduced or cancelled by the Ceding Company 
through error, the Reassurance Company will revive its reinsurance, pro¬ 
vided the Ceding Company notifies the Reassurance Company of the error 
within two years from the date of the reduction or cancellation but not 
otherwise. Past due reinsurance premiums in such event shall be paid 



640 


LIFE INSURANCE 


immediately upon discovery with compound interest at six per cent (6%) 
per annum. 

ARTICLE IX Should lapsed or surrendered insurance be reinstated, the 
reinsurance shall be reinstated automatically. The Ceding Company 
shall without delay furnish the Reassurance Company with copies of all 
papers in connection with the reinstatement. The Reassurance Company 
shall be entitled to arrears of reinsurance premiums and to a proportionate 
share in the interest which the Ceding Company may receive on arrears 
unless otherwise agreed upon at the time the reinstatement is made. 
ARTICLE X In the case of a claim under a policy reinsured, whether 
the claim is under the strict policy conditions or under a compromise 
or otherwise, the statement made by the Ceding Company shall be uncondi¬ 
tionally binding on the Reassurance Company but if the whole risk in any 
particular case is carried by the Reassurance Company (or if, in a claim 
involving additional accidental death benefits, the amount of such benefits 
reinsuHid by the Reassurance Company cxccKids the amount of such benefits 
retained by the Ceding Company), the Reassurance Company shall be 
consulted bc'iore the admission or acknowledgment of the claim is made 
by the Ceding Company. 

The Ceding Company shall furnish the Reassurance Company with 
copies of the proofs of claim, together with any other information the 
Ceding Company may possess in eonnection with the claim. Payment 
in settlement of the reinsurance under a (daim approved and paid by the Ced¬ 
ing Company for a life reinsured hereunder shall be made by the Reassurance 
Company upon receipt of the claim papers. 

Th<|^ R(^assurance Company shall share in the (^xpcuise of any contest 
of a claim in proportion to the net sum at risk of the Reassurance Company 
and the Ceding Company and shall share in the total amount of any saving 
in the same proportion. Compensation of salaried officers and employees 
of the Ceding Company shall not be deemed claim expense. 

If a claim is approved under waiver of premium benefit on a policy 
reinsured on the yearly renewable term plan, the Ceding Company shall 
continue to pay the premium for the life reinsurance and the Reassurance 
Company shall pay its pro rata portion of the premium waived on the 
original policy. 

ARTICLE XI The reinsurances granted by the Reassurance Company 
hereunder shall be maintained in force by the Ceding Company so long 
as the insurances issued by the Ceding Company upon the same risk shall 
remain in force. 

ARTICLE XII Should any material change be made in the provisions 
and conditions of a policy issued by the Ceding Company to an Insured, 
and upon which reinsurance shall have been granted hereunder, the Ceding 
Company shall immediately inform the Reassurance Company of such 
change. 
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ARTICLE XIII Should a policy reinsured in the Reassurance Company 
lapse and extended term insurance be granted in accordance with the 
provisions of the policy and the rules of the Ceding Company, the certificate 
of reinsurance shall be exchanged for a new certific^ate for the Reassurance 
Company\s proportionate share in the risk. 

ARTICLE XIV The Reassurance Company shall have the right at all 
reasonable times and for any n^asonable purpose to inspect at the office 
of the Ceding Company all books and documents referring to reinsurance 
issued by the Reassurance Company. 

ARTICLPi XV In the event of any difference hereafter arising between 
the contracting parties with nffcrence to any transaction under this agree¬ 
ment, the same shall be referred to three arbitrators who must be executive 
officers of life insurance companies, each of the contracting companies to 
appoint one of the arbitrators and such tw’o arbitrators to select the third. 
Should the two arbitrators not be able to agree on the choi(*,e of the third, 
then the appointment shall be left to the President of the American Life 
Convention. 

ARTICLE XVI p]ither the Ceding Company or the Reassurance Company 
may canc.el this agreement at any time upon ninety (90) days^ written 
notice. Such abrogation of this agreement shall not alt<^r its effect with 
respect to (;ertificates issued prior to the date of termination. 

In witness whereof, etc. 



APPENDIX L 

CONVENTION BLANK- ACCOUNTS 
ANNUAL STATEMENT FOR THE YEAR 19S8 OF THE_ 


I. - CAFITAL ST0(.^K: 

1. Amount of capital paid up December 31 of cur- 

1 

1 

! 

$ 

8 . . 

2. Amount of ledger a.saets (as per balance) December 31 of pre- ! 

vj f^iiR 1C .1 

3. crease of paid up capital during the yeai. 


Extended at 

1 





II.—INCOME 
(1) (2) (3) 


(4) 




CO) 


4. Life. 


5. Disability benefits. 

C. Additional accidental 
death benefits. 

7. An'^uities. 

7A. tDividenda applied, 
per items 9(a), (b) and 
(c) page 3. 


10 . 


♦Totals. 


Total Gross 
Premium.s 

Deduct 

Reinsurance 

First 

Year 

Re¬ 

newal 

First 

Year 

Re¬ 

newal 











































i 







Gross J’re- 
iniiuns less 
Reinsurance 


First 

Year 


Re¬ 

newal 


♦♦Consideration for supplementary contracts involving life 

contingencies. 

♦♦Consideration for supplementary contracts not 

involving life contingencies including disability f_ 


11. Dividends left with the company to accumulate at interest. . .. 

12. Ledger assets, other than premiums, received from other com¬ 

panies for assuming their risks. 

13. Gross interest on mortgage loans, less $_ accrued 

interest on mortgages acquired during the year. 

14. Gross interest on collateral loans, per Schedule C. 

15. Gross interest on bonds S__ and dividends on stocks 

$__ less S - accrued interest on bonds 

acquired during the year, per Schedule D. 

16. Gross interest on premium notes, policy loans and liens. 

17. Gross interest on deposits in trust companies and banks, per 

Schedule E. 
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11.—INf^OMK (Continued) 

18. Gross intereHt on oilier debts duo the company (give items and 
amounts); 

(ii) 


— 

(b)_ .. ... . „ 


19. Gross discount on claims paid in advanct?. 


20. Gross income from comDanv’s uronertv. including t 

for company’s occupancy of its own buildings, less 
S interest on incumbranceH, per Schedule A. . . 

21. Total interest, dividends and real estate income . 

22. From other sources (give items and amounts): 

(a) - __ 

] 

(b) _ .. _ _ 


(c) ... . ... 


23. fBorrowed money, gross $ ___, less amount repaid 

$ . 



24. From agents' balances previouslv' charged off. 

_ 


2fi. 


27. Gross profit on sale or maturity of ledger assets, viz.; 

(a) Real estate, per Schedule A. 


(1)) Bonds, per Schedule D. 


(c) Stocks, per Schedule D. 




28. Gross increase, by adjustment, in book value of ledger assets, 
viz.: 

(a) Real estate, per Schedule A. 



(b) Bonds, per Schedule D (including S ... - for ac- 

crual of discount. 


(c) Stocks, per Schedule D. 


(d) 


29. Total Income. 



30. Amount carried forward 



t Indicate distribution of item 7A, columns (5) and (6) 


No. of line 

Column (5) 

Column (6) 

. 

4 

% 

% 

5 



6 



7 



Total 




* To be supported by distribution of premiums by States as per Schedule T. 

** Commuted value of instalments or benefits adjusted but not due. See Nos. l* ** -5 of 
Disbursements. 

t Company is at liberty to state transaction briefly so that explanation can be carried as 
footnote in department report. 
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Amount brought forward 

III. DISBURSEMENTS 

( 1 ) ( 2 ) 



Gross 

Amount* 

Deduct Re¬ 
insurance* 









— 

3. Permanent and total disability: 

(a) Pavments made. 




(b) Premiums waived. 





4. Additional accidental death Vjeneflts 




5. Totals. 

_ 

1 _ 




6. For annuities involving life contingencies, excluding paymcuits 

on supplementary contracts (including cash refund i)ay meats) 

7. Premium notes and liens voided by lapse, less $_ 

restorations. 

8. Surrender values. 

9. Dividends to policyholders: 

(a) Applied to pay renewal pre¬ 
miums. $ _ 

(h) Applied to shorten the en¬ 
dowment or premium pay¬ 
ing period.. 

(o) Applied to purchase paid up 

additions and annuities. . . $_ 

(d) Paid in cash or applied in liquidation of 

loans or notes.. 

(e) Left with the company to accumulate at 

interest. . 

10. ^Total paid policyholders. 

11. Paid ror claims on supplementary contracts: 

(a) Involving life contingencies. 

(b) Not involving life contingencies. 

12. Dividends held on deposit disbursed: 

(a) Dividends $ _and interest thereon $--- 

held on deposit surrendered during the year. 

(b) Dividends $_and interest thereon $- 

held on deposit applied during the year to shorten the 
endowment or premium paying period. 

13. Expense of investigation and settlement of policy claims, in¬ 

cluding $ _for legal expenses. 

14. Commissions to agents (less commissions on reinsurance): 

First year’s premiums _; renewal premiums 

% _; annuities (original) 9_; annuities 

(renewal) $.. 

15. Commuted renewal commissions. 

16. Compensation of managers and agents not paid by commission 

for services in obtaining new insurance. 

17. Agency supervision and traveling expenses of supervisors (ex¬ 

cept compensation for home office supervision). 

18. Branch office expenses, including salaries of managers and 

_ clerks not included in Item 16. 

* Including commuted value of supplementary contracts. 
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III.— DIHBURHEMKNTS {Continued) 

19. Medical examiners’ fees $-, Inspection of risks 

i;.-- . . 



20. Salaries and all other coiui)en.stttion of officers, directors, trus¬ 
tees and home office emplovees... 


21. Payments to inactive employees, exclusive of S_re- 




23, Rent, including for company’s occupancy of its 

own buildings, less $ . received uiulcr sublease.. . . 

24. Miscellaneou.s expisnses: 

(a) Bureau and association dues and asses-sments. 

(b) Legal expenses not included in Item 13. 

(c) Furniture .and fixtures. 




(e) Books, newspapers and periodicals. 


(f) Postage, express, telegraph, tehifihone and exchange. 

1 



(i) General office maintenance and expense. 


(k) 


fl) .- - .. 


(ni) 




25. Taxes liccns(!S and fees: 

(a) State taxes on ijremiums. 





(c) Other state taxes, including $ social security 

(d) l''erlprnl, including f KOc.inl Hncnrity , , , 


(e) All Other (except on real estate). 


26. Real setate: 

(a) Repairs and expense.s.. ... . 



(b) ’Taxes. 


27. Paid stockholders for dividends (cash f , stock 

f . 



28. Borrowed money repaid, gross $ , less amount bor- 

rniycd .. 


29. Interest on borrowed money. 


30. Agents’ balances charged off. 


.31. 


32. _ 


33. Gross loss on sale or maturity of ledger assets, viz.: 

(a) R.pnl e.Ht.fl.t,e, per Schpdiiln A. 


(b) Bonds, per Schedule D. 


(c) Stocks, jjcr Schedule O... 


(d) 


34. Gross decrease, by adjustment, in book value of ledger assets, 
viz.: 

(a) Real estate, per Schedule A. 



(b) Bonds, per Schedule D (including $ for amor- 

tization of premiums). 


(c) Stocks, per Schedule D. 


(d) 


36. Total Disbursements.. 



36. Balance. 
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IV.—LEDGER ASSETS 

1. Book value of real estate (less $_ incumbrances), per 


2. Mortgage loans on real estate, per Schedule B, 

first liens (including S_ foreclosed 

liens red^mptinn). $ ... 


3. Loans secured by pledge of bonds, stocks or other collateral, per 


4. Loans made to policyholders on this company’s policies assigned, 


5. Premium notes on policies in force, of which $ is for 

first year’s premiums. 


6. Book value of bonds, $_ ; 

ftnH stneks, S ; per f^cKedule D . 


7. r^ash in compflny’s office.. $ 


8. Deposits in trust companies and hanks not on 

interest, per Schedule E . 

9. Deposits in trust companies and banks on inter¬ 
est, per Schedule E. ancs«Bi=n*x*^^ 

10. Bills receivable, S ; agents’ balances (debit, 

$ , credit, f ), net, $ . 


11 


12. Total Ledger Assets, as per balance on page 3, 


NON-LEDGER ASSETS 

13. Interest due, $_and accrued, f on mort- 


14. Interest due, S_and accrued, S on col- 


15. Iiltereat due, $ and accrued, S on pre- 

miuin notes, policy loans or liens. 


Ifi Tntpr««t diift, $ and accriifid, $ on hoiidn 


not in default, per Schedule D, Part 1. 

17. Interest due, $ and accrued, $ on depos- 

its in trust companies and banks. 


18. Interest due, $ and accrued, $ on other 

assets (give items and amounts): 



20. Rents and interest due, |-and accrued, S - 

on company's property or lease...| 

21. Total interest and rents due and accrued. 

22. Market value of real estate over book value, per Schedule A. 

23. ’“Market ) value (not including interest in item 16) of 

Amortized or investment) bonds over book value, per Schedule D. 

23A. Market value of stocks over book value, per Schedule D. 

24. Due from other companies for paid losses or claims on policies of this com¬ 

pany reinsured, per Schedule S. 


Strike out “Market” or “Amortized or investment.” 
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NON-LEDGER ASSETS {Continued) 

(1) (2) 


25. Gross premiums due and unreported on 
policies in force December 31 of current 
year (less reinsurance premiums). 

New busiiiess 
(paid-for basis) 

1 

Renewals 

s 

f _ 

26. Gross deferred premiums on policies in force 
December 31 of current year (less reinsur¬ 
ance premiums). 



27. Totals. 

$___ 1 

s 

28. Deduct loading. 



29. Net amount of uncollected and deferred 
premiums. 

% 

$ 



30. All other assets (give items and amounts): ... 


31. ___ 

32. _ 

33. __ ___ 

34. _ 

35. Gross Assets . 

DEDUCT ASSETS NOT ADMITTED 

36. Company’s stock owned, $-; loans on f_ S_. 

37. Supplies, stationery, printed matter, % ___; furniture 

and fixtures % . _ 

38. Commuted commissions, $_; agent’s debit balances, 

gross $. _ 

39. Cash advanced to or in the hand.s of officers or agents. _ 

40. Loans on personal security, endorsed or not, $_; bills 

receivable $. _ 

41. Premium notes, policy and other policy assets in excess of net 

value and of other policy liabilities on individual policies.. _ 

42. Deposits in suspended banks, less $_ estimated 

amount recoverable. _ 

43. Book value of real estate over market value, per Schedule A _ 

( *market 

44. Book value on bond.s over< amortised or 

( investment 

44A. Book value of stocks over market value, per Schedule D... 
44B. Interest due and accrued on mortgage loans (state basis).. 
44C._ 

45. Other assets not admitted, viz:. 

46. Total Admitted Assets . 


value, per Sched¬ 
ule D. 


* Strike out “Market” or “Amortized or investment.” 
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V.—LIABILITIES, SURPLUS AND OTHER I 
FUNDS 

Net present value of all the outstanding policies in 
force on December 31 of current year, as com¬ 
puted on the following tables of mortality and 
rates of interest, viz.: 

1. American Experience table at_per cent. 

on*_ 


2. American Experience table at 
on*_ 


per cent. 


3. American Men table at_per cent, on* 


4. Other tables and rates, viz.;* 


5. Net piesent value of annuities (including those in 
reduction of premiums). Give tables and rates 
of interest, viz.: 


Total.. 

6. Deduct net value of risks of this company reinsured in other 

solvent companies. • 

7. Net Resehve (paid-for basis), excluding disability. 

8. Reserve for additional accidental death benefits included in 

life policies, less $ _reinsurance. 

9. Reserve for total and permanent disability benefits included in 

life and annuity contracts: 

(a) Active lives, less $_reinsurance.. 

(b) Disabled lives, less H_reinsurance. ■ 

10. Present value of amounts not yet due on supplementary contracts not in¬ 

volving life contingencies, excluding disability claims included in Item 9.. 

11. Liability on policies cancelled and not included in “net reserve” upon 

which a surrender value may be demanded. 


* State definitely the dates of issue and class of policies covered by each basis of valuation. 
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V.—LIABILITIES, SURPLUS AND OTHER FUNDS (Continued) 

26. Medical examiners’ fees $__ inspection of risks $_and 

legal fees $_due or accrued. 

27. Estimated amount due or accrued for taxes. 

28. Borrowed money, f-and interest thereon, $.. 

29. Unpaid dividends to stockholders. 

30. Dividends or other profits due policyholders, including those contingent on 

payment of outstanding and deferred premiums. 

31. Dividends declared on or apportioned to annua) dividend policies payable 

to polici" holders to and including (month)_(day)-- of 

following year, whether contingent upon the payment of renewal pre¬ 
miums or otherwise. 

32. Dividends declared on or apportioned to deferred dividend policies payable 

to policyholders to and including (month)_(day)_ 

of following year. 

33. Amounts set apart, apportioned, provisionally ascertained, calculated, 

declared or held awaiting apportionment upon deferred dividend policies, 
not included in Item 32. 

34. (a) Reserve to cover the non-deduction of deferred fractional premiums at 

the death of the insured (if not included in items 1-5 aV)Ove). 

35. All other liabilities (give items and amounts): 

36. _ 

37. __ 

38. _ 

39. __ 

40. Reserve, special or surplus funds not included above (give items and 

amounts separately, and state for wdiat purpose each of said funds is held): 


43. Capital paid up. 

44. Unasaj^ed funds (surplus). 

45. Total 


(a) Do not calculate this extra reserve on the basis of yearly renewable term premiums. 
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GAIN AND LOSS EXHIBIT 


INSURANCES 

iRUNNING EXPENSES 

1. Total gross premiums reoeivod during the year, 

S_, per item 20, page 2 of current 

years’ statement, plus such gross premiums 
paid in advance December 31 of previous year, 

$_, per item 21, page 5 of that year’s 

statement, less such gross premiums paid in 

advance December 31 of current year $_, 

per item 21, page 5 of ctirrent year’s statement, 
giving total gross premiums of the year. 

2. Deduct net premiums on same. 

3. Loading on gross premiums of the year (averaging 

_per cent of the gross premiums). 

4. tinsuranco expenses paid during the year, 

$_, plus $_unpaid Decem¬ 
ber 31 of current year, less S_unpaid 

December 31 of previous year, giving insurance 

expenses of the year (averaging_per 

cent of the gross premiums). 

6. *_from loading. 

INTEREST 

6. Interest, dividends and rents received during the 

year, per item 35, page 2 (less item 43, page 3, 

and less $_^amortization and plus 

$_accrual). 

7. Add the excess of interest and rents due and 

accrued over interest and rents paid in advance 
December 31 of current year, determintid as 
follows: item 21, page 4, less tne sum of item 
22, page 5, and the interest in item 32, page 5 

8. Total. 

9. Deduct the excess of interest and rents due and 

accrued over interest and rents paid in advance 
December 31 of previous year, determined as 
follows: item 21, page 4, less the sum of item 22, 
page 5, and the interest in item 32, page 6 of 

previous year’s statement... 

10. Interest earned during the year (_per cent 

of mean ledger assets less one-half of interest 

earned). 

] 1. tinvestment expenses paid during the year, 
$_, plus $_unpaid Decem¬ 
ber 31 of current year, less S__^unpaid 

December 31 of previous year, giving incurred 

investment expenses (averaging_per 

cent of mean ledger assets). 


Gain in Loss in 
Surplus Surplus 
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Gain in Lobs in 

GAIN AND LOSS EXHIBIT (Continued) Surplus Surplus 

12. Net interest (including rents) on investments 

(averaging_per cent of mean ledger 

assets, less one-half of net interest on 
investments)... 

13. Deduct net interest, .1|1___ , on disability 

and $__on accidental death benefits mmimmmmmmtmm 

14. lialance.. 

15. tinterost required to maintain reserve.. .. 

16. *_from interest.. 

MORTALITY (INSURANCES) 

17. tExpeeted mortality on net amount at risk.. 

18. Total death losses incurred during the year, deter¬ 

mined as follows; item 1, page 3, plus item 13, 
column 7, page 5, less death claims included in 
item 24, page 4, December 31 of current year’s 
statement, less item 13, column 7, page 5, plus 
death claims included in item 24, page 4 of pre¬ 
vious year's statement, less S-ter¬ 

minal reserves released by death; giving actual 

mortality on net amount at risk (equaling_ 

per cent, of expected mortality on net amount 

at risk).- . . 

19. *__from mortality under insurance 

policies.. 

MORTALITY (ANNUITIES, EXCLUDING DIS¬ 
ABILITY ANNUITIES) 

20. t*_from mortality under annuities 

(excluding disability annuities).. 

SURRENDERS, LAPSES AND CHANGES 

21. Reserves on policies surrendered during the year 

for cash value or on account of which extended 
or paid-up insurance was granted (incurred 
basis).. 

22. Deduct amount paid in cash or applied on indebt¬ 

edness, initial reserves on extended insurance, 
and initial reserves on paid-up insurance under 
said policies (incurred basis). mhmmm 

23. *_from policies surrendered for cash or 

on account of which extended or paid-up insur¬ 
ance w'BS granted during the year.. 

24. *_from changes and restorations made 

during the year.. 

25. Gain during the year from reserves released on 

lapsed policies on which no cash or other value, 

paid-up or extended insurance was allowed _ 

26. Total gain during the year from surrendered, 

lapsed and changed policies.. 

DIVIDENDS 

27. Dividends declared to stockholders. . 
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GAIN AND LOSS EXHIBIT (Continued) 

28. Decroaso in Rurplu» on dividend account, detnr- 

niinod ns follows: the sum of $_divi¬ 
dends paid policyholders in cash, $_ 

dividends left with company to accumulate, 

$ .. dividends applied to pay renewal 

premiums, and $ ..._dividends applied 

to purchase paid-up additions and annuities; 

plus $_increase, (or less $_ 

decrease) in unpaid, deferred, apportioned and 
provisionally ascertained dividends, per items 

32, 33, 34, 35, of page 5.... 

SPECIAL FUNDS 

29. _crease in spcjcial funds and special reserves 

during the year, being the difference between 
such funds and reserves on December 31 of pre¬ 
vious year (per items_, page_) 

and on December 31 of current year (per items 

1_, page_). 

PROFIT AND LOSS (EXCLUDING 
INVESTMENTS) 

30. tCarried to profit account (per items_, 

page__). 

31. tCarried to loss account (per items_, page 

_ ) . ■ . 

32. Net to_account. 

INVESTMENTS 
REAL ESTATE 

33. Total gain from real estate, being the suni of 

$_profit on sales, per item 43(a), page 

2; $_increase in book value, per item 

44(a), page 2; and $_from change in 

difference between book and market values dur¬ 
ing the year.*. 

34. Total loss from real estate, being the sum of 

$_loss on sales, per item 45(a), page 

3; S_decrease in book value, per item 

46(a), page 3; and $_from change in 

difference between book and market values dur¬ 
ing the year. 

STOCKS AND BONDS 

35. Total gain from stocks and bonds, being the sum 

of $_ __profit on sales or maturity, per 

items 43(b) and (c), page 2; $_ 

increase in book value, other than for accruals, 

per items 44(b) and (c), page 2; and S_ 

from change in difference between book and 

market values during the year. 

86. Total loss from stocks and bonds, being the sum of 

f_loos on sales or maturity, per items 

45(b) and (c), page 3; $_^decrease in 

book value, other than for amortisation, per 

items 46(b) and (c), page 3; and $ -- 

from change in difference between book and 
market values during the year. 


Gain in 
Surplus 
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GAIN AND LOSS EXHIBIT (Continued) 

37. ♦ on other investments, vis: 

38. 


Gain in 
Surplus 

Loss in 
Surplus 




39. 

40. * from assets not admitted excentine 

items 43-45, inclusive, page 4. 




MISCELLANEOUS 

41. tNet* on account of total and nerraa- 

nent disability benefits included in life policies 
excluding loading: * . S 

active lives and * S dis- 

abled lives. 



42. tNet* on account of accidental death 

benefits included in life policies excluding 
loading. 

i 


43. * from all other sources fgivc items and 

amounts): 

44. 



45. 



46. fBalance unaccounted for. 



47. Total gains and losses in surplus during the year 

SURPLUS 

48. Surplus December 31 of previous year, per item 

46, page 5 of previous year’s statement. 

49. Surplus December 31 of current year, per item 

40, page 5 of current year’s statement. 

50. crease in surolus (enter in column to balance) 



51. Totals. 




1 

1 


> the ‘‘Running Expenses” section ‘‘Disability and Accidental Death” benefits are 
included with the classes of insurance in connection with which such benefits were written. 
♦Write ‘‘Gain” or ‘‘Loss.” 
tSee “Instructions” attached. 
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GAIN AND LOSS EXHIBIT (Continued) 

General Interrogatories Regarding Gain and Loss Exhibit 
62. Does the company value on the full level premium reserve system, the preliminary 
term, the modified preliminary term or the select and ultimate basis? Answer: 


53. If the company uses more than one of the above methods, nive the amounts of insur¬ 
ance and reserve under each method. 


54. Has the company ever issued both non-participating and participating policies? 
Answer; 

56. Does the company at present issue both non-participating and participating policies? 
(If the company does not at present issue both, state which kind is issued.) Answer: 

56. Give the amounts of insurance in force under each of these plans, stating separately 
amounts of annual dividend business and deferred dividend business respectively. 


57. Has the company any assessment or stipulated premium insurance in force? Answer: 


If so. give the amount theref)f 


S_ 
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A 

Acceilerative endowment, 183 
Accidental death benefit (double 
indemnity), 377 
industrial policies, 421 
Accidental death rate, 379 
Accounts (convention blank), 304, 
642 

Accrual of discount, 293 
Accrued interest, 314 
'‘Actuaries” Mortality Table, 127 
Actuary, duties of, 452 
Additions, dividend, 182 
Admitted assets, 317 
Aeronautics, risk of participation in, 
210, 229 

Age, 

limits of, 245, 350 
' misstatement of, 211, 4(K) 
proof of, 228 
rating-up, 259 
Ag(mcy, law of, 507 
I Agency superintendent, duties of, 
450 

'.Agency systems, 462 
■ Agents, 

brokers, 458 
(contracts, 460 
general, 450, 462, 507 
knowledge of, 509 
legal aspects, 507 
licensing of, 460 
necessity for, 455 
part-time, 456 
powers of, 220, 508 
responsibility for, 509 
selection by, 227 


Agents, training of, 459 
Albumin, significance of, 239 
Aliens, insurance of, 500 
"AM (5)” Mortality Table (see 
American Men Mortality Table) 
American College of Life Under¬ 
writers, 459 

American Experience Mortality Ta¬ 
ble, 12, 83, 115 

American Men Mortality Table, 5, 
91, 115, 135, 394 
Amortizable securities, 290, 316 
Amortization of bonds, 293 
Annual statement, 304 
Canada, 339 

Annuitants, mortality among, 64 
Annuities, 56 
apportionable, 57 
cash option, 61 
cash refund, 57 
deferred, 59 

deferred survivorship, 68 
group, 404, 602 
immediate, 56 
income tax on, 65 
investment features, 63 
joint, 56 

and survivor, 59 
net premium, 108 
participating, 62, 189 
rates, 58, 63 
refund, 57 
retirement, 60 
survivorship, 66 
taxation, 65, 492 
temporary, 59 
Application, 228 
form of, 592, 617 
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Application, included in contract, 
218 

non-medical insurance, 628 
Apportionable annuities, 57 
Armstrong investigation, 29, 184, 
194, 532 

Assessment insurance, 7, 430, 530 
Asset share system (deferred divi¬ 
dends), 186 
Assets, 273, 314 
admitted, 317 
composition of, 283 
gross, 306 
ledger, 306 
non-ledger, 306, 314 
not admitted, 306, 314 
valuation of, 287 
Assignment, 513 
of industrial policy, 418 
to one without insurable interest, 
502 

policy requirements as to, 220 
voluntary, 513 

Automatic convertible term insur¬ 
ance, 51 

Autonmtic premium loan, 203 
Autonmtic reinsurance, 251 
‘^Average future lifetime,” 86 
Aviation hazard, 210, 229 

B 

Bank balances (annual statement), 
324 

Basic rating (numerical system), 268 
Beneficiary, 
group insurance, 392 
industrial insurance, 418 
rights of, 510 
Binding receipt,” 514 
Blood pressure, 239 
Bonds, 

amortization of, 293 
‘‘commissioners’ values,” 291 
investment in, 280, 284, 324 


Branch office system, 464 
Brokers, 458 

Build (height and weight), 236 
Bureau of War Risk Insurance, 456, 
540 

Business uses of insurance, 40, 77 
By-laws, scope of, 23 

C 

Canada, 

annual stat(;ineiit, 339 
assessment insurance, 431 
Canadian Men Mortality Table, 
135 

disability benefits, 354 
fraternal insurance, 431 
government regulation, 475 
industrial insurance, 411 
law as to policy provisions, 225 
as to investments, 300 
non-medical insurance, 253 
reserve basis, 158 
surplus distribution, 185 
Uniform Life Insurance Act, 225, 
476 

valuation of assets, 300 
Winding-up Act, 1932, 138 
Capital, guarantee, 21 
Cash options, 61, 72 
Cash refund annuities, 57 
Cash surrender values, 137, 197, 546 
Cash value, insurance of face plus, 
75 

Casts, significance of, 240 
Centenarians, 97 
Certificate, employee’s, 595 
of intention, 22 
Charter, 22 
specimen, 555 

Chartered Life Underwriters, 460 
Children, insurance of, 245, 411, 501 
Civil War, 527 

'‘Class 3” Disability Table, 346 
eX.U. degree, 460 
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Coinsurance, 250 
Collateral loans, 281, 324 
Colored lives, mortality among, 90 
‘‘Combined^' Mortality Table, 127 
Commissioner of Insurance, duties 
of, 475 

**Commissioners’ values” (of securi¬ 
ties), 291 

Committee of Fifteen,” 194, 538 
‘^Commuted value” (of life income 
policy), 68 
Competency, 499 
Comptroller, duties of, 454 
Concealment, 505 
Conditional assignment, 513 
Conditional receipt, 514 
Contingency fund, 24, 166, 321 
Continued Insurance, 201 
Continuous instalment” policies 
(see Life income policies) 
Contracts, agents, 460 
general niles of law as to, 497 
types of insurance and annuity, 37 
Contribution system (dividends), 
170 

three-factor plan, 172 
two-factor plan, 175 
Convention blank, 304 
“Convention values,” 291 
Conversion (group insurance), 400 
Conversion value, (term insurance), 
51 

Convertible term policies, 49 
Cooperation, of large numbers, 1 
Corporation insurance, 77 
“Cost of insurance,” 129 
Creditor policies, 77, 243, 504, 512 

D 

Days of grace, 195 
Death rates, fallacies as to, 96 
Debenture policies, 76 
Debit system (industrial insurance), 
423 


Deferred annuities, 59 
Deferred dividends, 184, 538 
Deferred joint and survivor annui¬ 
ties, 60 

Deferred premiums, 315 
Deferred survivorship annuities, 68 
Delay clause, 200 
Delivery, of policy, 514 
Deposit, 

of dividends, 182 
of .securities, 23, 26 
Depression, 544 
Diet statement, 240 
Direct agency system, 464 
Directors, 
duties of, 448 
election of, 23, 533 
Disability, 
causes of, 373 
rate of, 345 

Disability benefits, 342 
age limits for, 350 
Canada, 354 
Class 3 Table, 346 
dating back, 355 
exclusion of specified risks, 357 
group insurance, 393, 401 
history of, 343 
Hunler’s Table, 345 
increasing, 354 
indemnity, 358 
industrial policic.s, 421 
joint investigation (company ex¬ 
perience), 345, 373 
losses, 363 

ninety-day clause, 344 
notice of claim, 351 
proof of, 351 
prorate clause, 358 
selection of risks, 375 
specified disabilities, 350 
specimen clause, 370 
standard provisions, 348 
women, 363 
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Distribution, of assets, 283 
of surplus, 167 
in Great Britain, 168 
Dividends, 18, 32, 164 
additions, 182 
annuities, 62, 189 
asset share system, 186 
contribution plan, 170 
deferred, 184, 538 
deposit of, 182 
disability losses, 366 
extra, 187 
first year, 181 
group annuities, 409 
group insurance, 398 
guaranteed, 75 
industrial insurance, 420 
liability, 320 
maturity, 188 
mortuary, 188 
negative factors, 179 
options, 182 
“pegging,’^ 181 
percentage adjustments, 180 
scrip, 527 

special settlement, 187 
terms of the policy as to, 220 
three-factor system, 172 
tontine plan, 185 
two-factor system, 175 
Divisible surplus, 167 
Double indemnity, 377, 421 

E 

Election, of directors, 23, 533 
of officers, 23 
Elementary principles, 1 
Employee's certificate (group insur¬ 
ance), 595 

Endowment annuity, 72 
insurance, 43 
accelerative plan, 183 
as investment, 45 
as sinking fund, 44 
income tax, 65, 79, 484 


I'hidowinent insurance, industrial, 
410 

in Great Britain, 47 
Endowment option, 183 
Environment, in relation to insura¬ 
bility, 234, 244 

Epidemic, influenza, of 1918, 166, 
541 

Equitable Life Assurance Society 
(England), 455 

Equitable Life Assurance Society 
(U. S.), 185, 527 

Estate tax, on policy proceeds, 492 
Examination, 

of coiikpanics, 475 
medieval, 236 

insurance without, 252 
Excess interest, 213 
Exclusion clause, 210, 230 
Executive committee, duties of, 448 
p]xecutive officers, 220, 449 
Exhibit, gain and loss, 329, 651 
of changes in surplus, 337 
policy, 321 

Expectation of life, 86 

relation to premium calculations, 
118 

“Expected deaths,'^ 82 
Expenses, 

as affecting premium rates, 109 
incidence of, 141 
industrial insurance, 415 
limitation of, 326, 536 
of organization, 24 
Extended term insurance, 201 
Extra dividends, 187 
Extra mortality, incidence of, 257 
Extra premiums, 261 
removal of, 266 
Extra risk, types of, 257 

F 

“Facility of payment” clause, 418 
Facultative reinsurance, 251 
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Fallacies, 

mortality tables, 96 
premium rates, 118 
substandard risks, 256 
Family history, in relation to in¬ 
surability, 235 
‘‘Family Income” policy, 70 
“Family Protection” policy, 71 
Farm loans, 277 
P>doral control, 468 
Fe<leral Farm Mortgage Corpora¬ 
tion, 278 

Federal taxation, 485 
Females (see Women) 

F.H.A. Loans, 277 
Fidelity Mutual Life Insurance 
Company, 343 

Filing forms, rules for, in New York, 
224 

Financuj committee, duties of, 448 
Financial hazard, 242 
Financial statcanent, 305 
“Force” Hill, 429 
Fraternal orders, 427 
disability benefits, 343 
Frazier-Ijornke amendment, 548 
Full preliminary term reserve sys¬ 
tem, 143 

G 

Gain and loss exhibit, 329, 651 
General agency system, 462 
General agents (legal sense), 507 
Gift tax, 494 

Girard Life Insurance and Trust 
Company, 522 
Gold Bond policies, 76 
Government control, 467 
of policy provisions, 194 
Government insurance, 455 
Grace period, 195 

Great Britain, insurance in, 47, 168 
Gross assets, 306 


Gross premiums, 109 
payable in instalments, 117 
specimen rates, 55, 115 
Group annuities, 404 

announcement to employees, 602 
Group insurance, 382 

adjustment of premium rates, 397 
application, 592 
beneficiary provision, 392 
certificate, 399, 595 
contributoi-y or non-contributory, 
387 

conversion privilege, 400 
disability benefits, 393, 401 
experionc(‘ rating, 398 
extent of, 382, 403 
formula of insurance, 390 
group association, 402 
legal definition, 383 
medieval (ixamination, 386 
participation, 398 
policy form, 578 
premium rates, 394 
r(*vision of premium rates, 398 
right to take permanent insur¬ 
ance, 400 

specimen policy, 578 
standard provisions, 399 
substandard groups, 398 
terms of the polic 3 % 399 
wholesale insurance, 385 
Guarantee capital, 21 
Guaranteed dividend policies, 75 

H 

Habits, in relation to insurability, 
233 

Health and accident policies (in¬ 
dustrial), 422 

Heart murmurs, significance of, 238 
Height and weight, 237 
Historical development, 192, 517 
Home office organization, 448 
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Home Owners’ Loan Corporation, 
278 

Hughes, Charles E,, 532 
Hunter’s Disability Table, 345 

I 

Identification, by medical examiner, 
236 

Identity, of risk, 4 
Illinois reserve standard, 150 
Immediate payment of claims, 102 
Impaired risks, 255 
“ Income Bond,” 60 
Income insurance, 66 
Income settlements, 212 
Income tax, 484, 485 
on annuity payments, 65, 492 
on life insurance proceeds, 79, 489 
Incontestable clause, 207 
Increasing disability benefits, 354 
Increasing Rate policies, 73 
Indemnity, 

disability benefits as, 358 
double, 377 

life msurance not a contract of, 

I97 

Individual insurers, 1, 25, 517 
Industrial insurance, 410 
accidental death benefit, 421 
administration, 423 
assignment, 418 
cost of, 412 
disability benefits, 421 
dividends, 420 
expense of, 415 

facility of payment clause, 418 
growth, 425 

health and accident policies, 422 
infantile policies, 411, 420 
intermediate policies, 422 
lapse rate, 417 
limitation on liability, 419 
“modified” policies, 414 
mortality rate, 415 


Industrial insurance, non-forfeiture, 
420 

policy form, 608 
premium rates, 413 
specimen policy, 608 
Infants, insurance of, 245, 411, 501 
Inflation, 550 

Influenza epidemic of 1918, 166, 541 
Initial reserve, 124 
Inspection of risks, 242 
Inspection receipt, 515 
Inspection report, form, 635 
Instalment settlements, 212 
insurable interest, 501 
Insurance Commissioner, 475 
Insurance Compaii}’’ of North Amer¬ 
ica, 518 

Insurance exhibit, 321 
“Insurance value” (life income, 
policies), 67 

“Insurance with annuity” policies, 
72 

Intermediate policies, 422 
Investment, 
annuities as, 63 
Canada, 300 
exhibit, 335 
of funds, 273 
insurance as, 45 
legal restrictions, 281, 534 
reserve, 321 

J 

Joint and survivor annuities, 59 
Joint disability experience, 345, 373 
Joint life policies, 39 
Joint Occupation Study (1928), 271 
Juvenile policies, 246, 411, 501 

L 

Lapse rate, industrial insurance, 417 
Law depart-ment, 453 
I-iedger assets, 306 
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Legal aspects, 496 
I^vel premium plan, 10 
Liabilities, 318 
License, agents, 460 
License fees, 483 
Liens, 265 

liife income policies, 66 
Life insurance trust, 217 
Limit, 

of ag(j, 245, 350 

of amount of insurance, 247, 249 
of expenses, 326, 537 
of life, 96 

of new business, 539 
of surplus, 166 
Limited payment policies, 38 
iiloyd’s, London, 2 
Loading, 102, 109 
Tx)ans, collateral, 281, 287 
mortgage, 276, 283 
policy, 219, 285, 546 

M 

Market value of securities, 290, 316 
Massachusetts, 
delay clause, 200 
insurance department, 473 
law as to misrepresentations, 507 
non-forfeiture law, 193, 473 
organization of companies, 21 
reserve law, 126, 473 
Massachusetts Hospital Insurance 
Company, 520 

Massachusetts Savings Bank insur¬ 
ance, 432 

Mathematical demonstration of cal¬ 
culation of net premiums and 
reserves, 559 
Maturity dividends, 188 
Mean reserve, 124 
Medical examination, 236 
group insurance, 386 
insurance without, 252 


Medical examination, specimen 
blank, 620 

Medical Impairment Study (1929), 
238, 271 

Medico-Actuarial Investigation, 238, 
271 

Metropolitan Life Insurance (Com¬ 
pany, 35, 423, 529 
Military or naval service, 209 
Civil War, 527 
disability benefits, 357 
War Risk Bureau, 456, 540 
World War, 539 

Minors, insurance of, 245, 411, 501 
Misrepresentations, 504, 506 
Missouri Law as to misrepresenta¬ 
tions, 506 

Misstatement of age, 211, 400 
Mixedcompanies, 18 
Mobile Bill, 429 
Modified Life’^ policies, 73, 414 
Modified preliminary term reserve 
system, 149 

Canadian standard, 158 
Illinois standard, 150 
New Jersey standard, 157 
Ohio standard, 156 
Monthly premiums, 117 
Moral hazard, 244 
Moratorium, on mortgages, 548 
on surrenders and loans, 77, 199, 
546 

Mortality, accident, 379 
annuitants, 64 
colored persons, 90 
effect on reserves of a change in, 
133 

fallacies regarding, 96 
fluctuation reserve, 321 
industrial insurance, 415 
population tables, 88 
rate of, 82 
‘‘select,” 90 
trend of, 95 
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Mortality, “ultimate/* 92 
women, 90 

Mortality tables, 5, 80 
American Experience, 12, 83 
American Men, o, 91, 115, 135 
Canadian Men Table, 135 
National Fraternal Congress, 428 
from population statistics, 88 
“select,*’ 90 
“ultimate,” 92 
Mortgage loans, 276, 323 
farm, 277 
moratoria, 548 
Mortuarj' dividends, 188 
Mutual companies, 18, 522 

compared with stock companies, 
23 

control of, 27 

Mutual Life Insurance Company of 
New York, 22, 83, 523 
charter of, 555 

Mutualization of stock companies, 
35 


National Association of Insurance 
Commissioners, (formerly Na¬ 
tional Convention)j 135, 290, 
348, 471, 474 

National Fraternal Congress, 428 
National Housing Act, 277 
of Canada, 302 

Negative dividend factors, 179 
“Net amount at risk,” 120 
“Net cost,” 32 

Net level premium reserve system, 

120 

as a standard of solvency, 126 
Net premiums, 102, 107 
mathematical formulas, 559 
New England Mutual Life Insurance 
Company, 523 


New Jersey, reserve plan, 157 

limits of insurance on children, 412 
New York, 
expense law, 326 
law as to rights of creditors, 512 
legislative investigation, 29, 184, 
194, 532 

limits of insurance on children, -112 
non-forfeiture law of, 193 
organization of companies, 25 
personal property law, 215 
rt^serve law, 159 
rules for filing forms, 224 
standard policy provisions, 221, 
399 

New York (Conference Bill, 429 
New York Life Insurance and Trust 
Company, 520 

New York Savings Bank life insur¬ 
ance, 440 

“Ninety-day” clause, 344 
Non-amortizable securities, 290, 316 
Non-forfeiture law, 
of New York, 193 
of Massachusetts, 193 
Non-forfeiture provisions, 195 
industrial policies, 420 
Non-ledger assets, 306 
Non-medical insurance, 252 
form of application, 628 
Non-participating insurance, 18 
premium rates, 113 
Not(‘ system, 524 

Numerical system (of rating risks), 
267 

O 

Occupation, 229 
OfFiccrSj duties,of, 449 
election of, 23 

Ohio standard, modified preliminary 
term reserve system, 156 
Optional modes of settlement, 212 
taxation, 489 
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Options, dividend, 182 

paid-up and endowment, 183 
Ordinary life policy, 37 
specimen of, 566 
Organization, 18 

of branch offices, 462 
of companies, 20, 448 
expenses of, 24 
of home office, 418 

P 

Paid-up option, 183 
Paid-up policies, 201 
Part-time agents, 456 
Participating annuities, 62, 189 
Participating policies, 18 
premium rates, 55 
Partnership insurance, 77 
Passenger clause (double indem¬ 
nity), 377 

Payroll deduction plan, 388 
“Pegging” dividend scale, 181 
Pennsylvania Company, 520 
Pension annuity, 60 
Perpetuities, rule against, 216 
Policy exhibit, 321 
Policy forms, approval of, 224, 475 
different kinds of, 37 
historical development, 192 
specimens of, 566, 578, 608 
standard provisions, 221 
Policy loans, 219 

as affecting extended term insur¬ 
ance, 202 

extent of, as an investment, 285 
Population mortality tables, 88 
Powers of agents, 220, 508 
Preferred Risk policies, 41 
Preferred stocks, investment in, 278, 
285, 324 

Preliminary terra reserve system, 
141, 149, 161 
Premium loans, 203 
Premium notes, 524 


Premium taxes, 479 
Premiums, 101 
annuities, 58, 63 
calculation of, 101 
deferred, 315 
disability benefits, 345 
doubh^ indemnity, 379 
extra, 261 

fallacy regarding, 118 
gross, 109 

group insurance, 394 
industrial insurance, 412 
instalment, 117 
mathematical formulas, 559 
net, 101 

non-participating, 113 
other than annual, 117 
specimen rates, 55, 115 
uncollected, 315 
wholesale insurance, 394 
Presbyterian Ministers^ Fund, 517 
Probable future lifetime,” 87 
Profits, sources of, 164 
Proportionate paid-up policies, 201 
Prorate clause (disability), 358 
Prospective method of calculating 
reserve, 125 

Protection, value of, 3, 129 
Provident Savings Society, 53 
Proxies, 29 

Prudential Insurance Coiiipany, 35, 
423, 425 

Pulse rate, significance of, 239 
Pure endowment, 44 

with extended term insurance, 203 

Q 

“Q” Schedule, 326 
Quarterly premiums, 117 

R 

Rating, numerical, 267 
Rating-up (substandard insurance), 
259 
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Real estate, investment in, 276, 284, 
323 

|{ol)ating, 461 

Reciprocal premium tax, 480 
Reconstruction Finance Corjiora- 
tion, 549 

Redating, reinstatement by, 207 
Refund annuities, 57 
Regulation, governmental, 192, 467 
. Reinstatement, 206 
by redating, 207 
Reinsurance, 250 

specimen reinsurance agreement, 
637 

Removal of extra premiums, 266 
Renewable term insurance, 51 
Representations, 193, 219, 506 
Reserve, 11, 120 

calculation by prospective method, 
125, 563 

by retrospective method, 123, 563 
Canadian standard, 158 
comparisons based on, 140 
contingency, 321 
disability benefits, 346 
dout^e indemnity, 379 
effect on, of changing interest rate, 
131 

of changing mortality rate, 133 
Illinois standard, 150 
investment, 321 
Massachusetts law, 126 
modified preliminary term system, 
149 

mort.ality fluctuation, 321 
New Jersey law, 157 
New York law, 159 
non-deduction of fractional pre¬ 
miums, 321 
Ohio standard, 156 
on individual policies, 137 
preliminary term system, 141 
“select and ultimatesystem, ^59 
special, 321 

terminal, initial and mean, 124 


Residence, change of, 232 
Resisted claims, 319, 325 
Restoration, 206 
by redating, 207 
Retirement annuities, 60 
Retrospective method of calculating 
reserves, 123 

Reversionary annuities, 66 
R. F. C. Loans, 549 
“Robertson law’^ (Texas), 282 
Rule against perpetuities, 216 

S 

Salary allotment insurance, 388 
Savings Hank life insurance, 432, 456 
Schedule Q, 326 

Schedules (convention blank), 322 
Scrip dividends, 527 
Secretary, duties of, 455 
“Select and ultimate” reserve sys¬ 
tem, 159 

Select mortality tables, 90 
Selection, effect on mortality rate, 90 
by conversion of term policies, 49 
by renewal of term policies, 51 
Selection of risks, 227, 451 
disability benefits, 375 
numerical system, 267 
substandard risks, 255 
Semi-annual premiums, 117 
Semi-tontine policies, 185 
Settlement, optional modes of, 212 
Single premium life policy, 39 
calculation of net premium, 102 
delivery of, 514 
Social Security Act, 551 
effect on group annuities, 409 
Solvency, 126 
Special funds, 321 

Special policies (preferred risk and 
minimum amount), 40 
Special settlement dividends. 187 
Specified disabilities, 350 
Standard disability provisions- 348 
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Standard policy provisions, 221 
399 

Statutory deposit, 23, 26 
‘‘Stipulated premium” companies, 
20 

Stock companies, 18, 519 

compared with mutual companies, 
23 

control of, 27 
mutualization of, 35 
Stocks, 

commissioners^ values of, 291 
investment in, 278, 285, 324, 536 
Substandard insurance, 255 
extra premium system, 261 
group insurance, 398 
lien system, 265 
numerical rating, 267 
percentage tables, 263 
rating-up system, 259 
removal of extra premium, 266 
‘SSuccessive preference” beneficiary 
clause, 392 

Sugar, significance of, 240 
Suicide, 212 

‘‘Super-select” risks, 241 
Supervisor of Risks, 451 
Supplementary contracts, 213 
Surplus, 165, 318 

!it organization of a stock com¬ 
pany, 26 

contribution system of dividing, 
170 

V distribution of, 167 
divisible, 167 

exhibit of changes in, 337, 656 
gross and net, 165 
limit on, 166 
sources of, 164 
un assigned, 165 
Surrender charge, 198 
Surrender values, 137, 194 
moratorium, 77, 199 
Survivorship annuities, 66 
Syndicate participations, 535 


T 

Taxes, 477 
annuities, 65, 492 
estate, 492 
federal, 485, 489 
gift tax, 494 
income, 65, 79, 484 
policy proceeds, 79 
premium, 479 
property, 483 

reciprocal or retaliatory, 480 
reserve for, 319 
state and local, 477, 483 
Temporary annuities, 59 
Term insurance, 48 
convertible, 49 
renewable, 51 
Terminal reserves, 124 
Terms of the policy, 192 
group insurance, 399 
industrial insurance, 420 
Texas, law as to inv'(»stments, 282 
Tontine policies, 185 
Travel clause (double indemnity), 
377 

Travelers Insurance Cknn])any, 343 
Treasurer, duties of, 454 
Trend of mortality rates, 95 
Trust agreements compared with 
optional settlements in policies, 
217 

Trust, life insurance, 217 
unfunded, 217 

U 

“Ultimate” mortality tables, 92 
Unassignejd funds, 318 
Uncollected and deferred premiums, 
315 

Underaverage risks, 255 
Underwriting (syndicate operations) 
535 
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Unemployment Compensation Con¬ 
tributions, 483 

Uniform Life Insuranc^e Act (Can¬ 
ada), 225, 476 

United States Goveniment Life 
Insurance Fund, 225, 540 
United States Life Tables, 89 
Unreported claims, 319 

V 

Valuation of assets, 287 
Veterans’ Administration, 541 
Voluntary assignment, 513 

W 

Waiver of premiums (disability), 
342 

War, 209, 357, 500 
Civil, 527 
World, 539 

War Risk Insurance, 456 
Warranties, 193, 219, 506 


Weight, 

in relation to insurability, 236 
table of height and weight, 237 
Whole Life policies, 37 
^‘Wiolesale” insurance, 385 
Wisconsin, expense law, 328 
state insurance?, 455 
Women, 

disability benefits, 363 
iii8ura.n(?e of, 248 
mortality among, 90 
World War, effects of, 539 
Wright, Elizur, 139 

Y 

Yearly renewable term insurance, 6, 
52 

limitations of, 9 
reinsurance, 250 
Yield, 

of annuities, 63 
of company’s investments, 274 
of endowment insurance as invest¬ 
ment, 46 
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